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AUDITOR’S REPORT

sSummary

We performed an audit of MemoryTen, Inc.s (MemoryTen)
compliance with Agreement No. ET08-0428, for the period March
31, 2008 through March 30, 2010. Our audit pertained to training
costs claimed by the Contractor under this Agreement. Our audit
was performed during the period August 17, 2009 through August
18, 2009.

The Employment Training Panel (ETP) has reimbursed the
Contractor a total of $31,694. The Contractor has reported a total
number of training hours to ETP’s on-line tracking system during
this Agreement for which reimbursement would exceed the
maximum contract amount of $132,288. Our audit supported that
zero training hours reported to ETP are reimbursable. Therefore,
the entire contract amount of $132,288 is disallowed, and the paid
amount of $31,694 must be returned to ETP. The disallowed costs
resulted from 45 trainees who had unsupported class/lab training
hours, 2 trainees who did not meet minimum wage requirements,
and 1 trainee employed in an ineligible occupation.

We also noted in administrative findings that: 1) The Contractor
was not entitled to reimbursement for administrative support costs.
2) The Contractor is not a manufacturer. 3) The Contractor
inaccurately reported trainee wage rates. 4) Payments to a
subcontractor exceed maximum allowable administrative costs.



AUDITOR’S REPORT (continued)

Background

For the purposes of this Agreement, MemoryTen, Inc. (MemoryTen)
represents a group of three separate business entities, MemoryTen,
Inc., OEM PC World and We Love Macs, Inc., operating as one
company. These three entities are located in the same facility and
share the same ownership. All three operate as wholesale and/or
retail sellers of computer memory chips and other computer
components.

This Agreement is the second between MemoryTen and ETP. This
project was developed based on MemoryTen's claim to the Panel
that funding from its previous ETP Agreement allowed the company
to “lay the foundation for a structured training program.”
MemoryTen also claimed that ETP funding further allowed it to
expand business initiatives “by acquiring a higher volume of chip
manufacturing services.”

During development of this Agreement, MemoryTen proposed that
an essential part of the training was to be in Lean Manufacturing.
As a result, the Agreement curriculum included Lean Manufacturing,
as well as other subject matter specifically relevant to
manufacturing, such as ISO (International Organization for
Standardization) and Manufacturing Resource Planning. These
types of training were approved by the Panel based on the
statements included in the ETP 130 Panel Memo that MemoryTen
‘manufactures” computer memory chips, and that its employees
need formal training in “manufacturing skills.” And, in fact, our audit
found that 77 percent of the total hours recorded on MemoryTen
training rosters are recorded as having been for training delivery of
the three manufacturing specific subjects noted above. However, as
addressed in Finding No. 5 of this report, MemoryTen is not a
manufacturer in the commonly defined sense.

MemoryTen also claimed in its application to the Panel that the
Institute for Business Performance of San Jose had been retained
to provide formal training courses such as noted above. However,
as addressed in Finding No. 1 of this report, no training was
delivered by that subcontractor or any other training provider
qualified to deliver such specialized training.

This Agreement allowed MemoryTen to receive a maximum
reimbursement of $132,288 for retraining 48 employees. Through
July 22, 2009, the Contractor placed 45 trainees and received
$31,694 in progress payments from ETP. Further payments to the
Contractor were held by ETP on May 22, 2009, due to potential
issues of noncompliance raised in an ETP monitoring report dated
May 7, 2008, as well as information received from an ETP trainee
and former employee of MemoryTen that suggested training
information submitted to ETP may have been inaccurate. On July
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AUDITOR’S REPORT (continued)

29, 2009, ETP initiated an audit of this Agreement.

During preliminary risk analysis, ETP audit staff considered
information obtained by ETP program staff via e-mail and telephone
communications with the former employee of MemoryTen. |n those
communications, which occurred between May 6 and August 11,
2009, the former employee stated that training as reported to ETP
by MemoryTen had not occurred; that employees of MemoryTen
had been asked to sign rosters that were inaccurate, and that they
had also been coached as to how to respond to an ETP
representative regarding their participation in training that had not
occurred. In a phone conversation on May 21, 2009 with an ETP
Regional Office manager and program analyst, the former
employee confirmed sending an initial e-mail dated May 5, 2009
alleging MemoryTen had misreported training hours to ETP.
Furthermore, the former employee stated that:

» No employee received all of the training that was
documented.

» Employees were directed to fabricate hours of training.

» Every week signed rosters were turned in by employees
directly to the company’s administrative manager, and then
only the president and general counsel would sign them (As
noted in Finding No. 1, ETP Auditor found that original
rosters did not include an actual instructor signature and
were not subject to any verification of hours prior to being
sighed by president and general counsel).

» Employees were told to record training anytime they learned
anything new.

s Employees were told that by end of December 2008 every
employee was to have 200 hours.

o On April 15, 2009, the date of the ETP monitor's visit, while
the monitor waited upstairs, the general counsel coached
interviewees to say that they received 200 hours, and they
need more training.

» Employees were told to tell the analyst that the differences
in hours recorded on individual trainee rosters was because
some stayed in the training, while others left training
according to what pertained to different employees.

Based on this information and potential issues of noncompliance
noted by the ETP monitor, ETP audit staff planned this audit and
prepared appropriate audit tests to determine if a reasonable
assurance could be obtained that MemoryTen had met the
requirements specified in the terms of the Agreement with ETP.
This report discloses the results of our audit.



AUDITOR’S REPORT (continued)

Objectives,
Scope, and
Methodology

We performed our audit in accordance with Government Auditing
Standards, promulgated by the United States General Accounting
Office. We did not audit the financial statements of MemoryTen,
Inc. Our audit scope was limited to planning and performing audit
procedures to obtain reasonable assurance that MemoryTen, Inc.
complied with the terms of the Agreement and the applicable
provisions of the California Unemployment Insurance Code.

Accordingly, we reviewed, tested, and analyzed the Contractor's
documentation supporting training cost reimbursements. Our audit
scope included, but was not limited to, conducting compliance tests
to determine whether:

e Training documentation supports that trainees received the type
of training and training hours reported to ETP and/or reimbursed
by ETP and met the minimum training hours identified in the
Agreement.

e Training rosters are originals and meet ETP requirements and
the terms of the Agreement i.e. trainee names, signhatures and
initials, trainer names and signatures, dates, hours delivered,
training types, and training courses.

¢ Secondary source documents and supporting evidence, such as
training needs assessments, training plans, training schedules,
training materials related to courses recorded on rosters,
evidence of trainer qualifications, as well as invoices for
subcontracted trainer services, support that trainees received
the type of training and training hours reported to ETP and/or
reimbursed by ETP and met the minimum training hours
identified in the Agreement.

e Trainee and/or trainer information obtained by questionnaire
and/ or interview support that trainees received the type of
training and training hours reported to ETP and/or reimbursed
by ETP and met the minimum training hours identified in the
Agreement.

¢ Trainees were eligible to receive ETP training.

e Trainees were employed continuously fulltime for 90
consecutive days after the end of their reported training period,
and the 90-day retention period was completed within the
Agreement term.

¢ Trainees were employed in the occupation for which they were
trained and earned the minimum wage required at the end of

4



AUDITOR’S REPORT (continued)

Conclusion

Views of
Responsible
Officials

Audit Appeal
Rights

Records

the 90-day retention period.

e« The Contractor's cash receipts agree with ETP cash
disbursement records.

As part of our audit, we reviewed and obtained an understanding of
the Contractor's management controls as required by Government
Auditing Standards. The purpose of our review was to determine
the nature, timing, and extent of our audit tests of training costs
claimed. Our review was limited to the Contractor's procedures for
documenting training hours provided and ensuring compliance with
all Agreement terms, because it would have been inefficient to
evaluate the effectiveness of management controls as a whole.

As summarized in Schedule 1, the Summary of Audit Results, and
discussed more fully in the Findings and Recommendations
Section of our report, our audit supported that zero training hours
reported to ETP are reimbursable. Therefore, the entire contract
amount of $132,288 is disallowed, and the paid amount of $31,694
must be returned to ETP.

A draft audit report was issued to the Contractor on October 27,
2009. The Contractor responded to the draft audit report by letter
dated November 27, 2009. The Contractor's entire response is
incorporated within Attachment A of this report.

The Contractor disagreed with Finding Nos. 1, 3, 5, and 7. The
Contractor conceded Finding Nos. 2, 4, and 6. The total disallowed
costs were not reduced based on the Contractor’'s response. The
final audit report includes updated information for Finding No. 3
based on the Contractor’s response to the Draft Audit Report which
was received on December 7, 2009. The Contractor’'s response
and auditor comments are included in the Findings and
Recommendations Section of our report.

If you wish to appeal the audit findings, it must be filed in writing
with the Panel's Executive Director within 30 days of receipt of this
audit report. The proper appeal procedure is specified in Title 22,
California Code of Regulations, Section 4450 (attached).

Please note the ETP Agreement, Paragraph 5.6, requires you to
assure, “ETP has the right to examine or audit any and all records,
papers, and documents related to the delivery of services under
this Agreement to the extent it deems necessary. This right begins
upon the effective date of this Agreement, and extends to 4 years
from termination of this Agreement or 3 years from Fiscal Closeout,
whichever is later.”



AUDITOR’S REPORT (continued)

Stephen Runkle
Audit Manager

Fieldwork Completion Date: August 18, 2009

This report is a matter of public record and its distribution is not limited. The report is
intended for use in conjunction with the administration of ETP Agreement No. ET08-
0428 and should not be used for any other purpose.



SCHEDULE 1 — Summary of Audit Results

Maximum Reimburseable Amount per Agreement
Total Cost of Training Hours Reported to ETP
Unsupported Costs:

Unsupported Class/Lab Training

Hours

Minimum Wage Requirement Not

Met

Ineligible Trainee Occupations

Contractor Not Entitled to
Reimbursement for Administrative

Support Costs
Contractor Not a Manufacturer
Inaccurate Reporting
Subcontractor Payment

Total Unsupported Costs

Training Costs Supported

Total Disallowed Costs

* See Findings and Recommendations Section.

MEMORYTEN, INC.

AGREEMENT NO. ET08-0428
FOR THE PERIOD
MARCH 31, 2008 THROUGH MARCH 30, 2010

Amount Reference*
$ 132,288
$ 162,174

162,174 Finding No. 1

- Finding No. 2

- Finding No. 3

- Finding No. 4

- Finding No. 5

- Finding No. 6

- Finding No. 7
$ 162,174
$ 0
$ 132,288



FINDINGS AND RECOMMENDATIONS

FINDING NO. 1 -
Unsupported
Class/Lab Training
Hours

Training rosters maintained by MemoryTen, Inc. (MemoryTen) did
not meet ETP requirements and therefore supported zero of the
training hours and training types reported to and/or reimbursed by
ETP for 45 trainees. Furthermore, no credible secondary source
documentation or information could be obtained that supported
training occurred as reported to ETP and/or as was specified by the
terms of the Agreement between MemoryTen and ETP. Our
conclusion is based on our consideration of and/or our
unsuccessful attempts to obtain supporting information from the
following sources:

1. Original classroom/laboratory training rosters maintained by
the Contractor.

2. Secondary source training documents and/or other
supporting evidence, such as existing training needs
assessments, training plans, training schedules, training
materials related to courses recorded on rosters, evidence of
trainer qualifications, as well as any invoices for training
provider services.

3. Information obtained from MemoryTen employees.
The following criteria are applicable:

Title 22 California Code of Regulations (CCR), Section 4440(y)
states: (1) “Classroom training is formal instruction provided to a
group of individuals, in a classroom setting removed from the
trainee's usual work environment, meeting regularly for training in a
specific skill under the constant and direct guidance of a qualified
trainer.” (2) “Laboratory training is "hands-on" instruction or skill
acquisition conducted in a non-productive environment, or
simulated work setting, under the direct training of a laboratory
trainer that may require the use of specialized equipment or
facilities by the trainee. The trainer's time during laboratory training
must be dedicated exclusively to the instruction of trainees.”

Title 22 California Code of Regulations (CCR), Section 4442
requires Contractors to provide, as proof training was delivered,
records that clearly document all aspects of training.
Classroom/laboratory training records must include hours of
attendance and dates of training, be certified daily with an instructor
signature, and signed and/or initialed daily by the trainee.

Section 2.12 of the Agreement between MemoryTen and ETP
states, “Contractor represents that training will only be delivered by
instructors who are competent in the subject matter. Contractor
represents that instructors will satisfy certification and licensing

8



FINDINGS AND RECOMMENDATIONS (continued)

requirements as may be applicable, for all training provided under
this Agreement.”

Section 2.14 of the Agreement between MemoryTen and ETP
states, “Contractor understands that any misrepresentation of
material fact made by it or its agent to the Panel or ETP staff,
whether set forth herein or otherwise, constitutes grounds for
immediate termination of this Agreement.”

Section 3.2.1 of the Agreement between MemoryTen and ETP
states, “Reimbursement is for actual hours of attendance, within the
range of hours for each Job Number shown in Exhibit A, Chart 1.
Each trainee must attend training for the minimum number of hours
for payment to be earned, and payment cannot be earned for
attendance beyond the maximum number of hours.”

Section 3.8 of the Agreement between MemoryTen and ETP
states, “Contractor must use the ETP Online Class/Lab Tracking
System to report attendance. Contractor must also document
attendance at each training session in the form and manner
required by ETP.”

Section 4.1 of the Agreement between MemoryTen and ETP
states, “... ETP reimbursement is limited to the types of training approved
for a given Job Number as shown in Exhibit B, Menu Curriculum.”

Section 5.8.1 of the Agreement between MemoryTen and ETP
states, “Contractor must maintain original classroom Rosters in
hard-copy sighed by each trainee and instructor for all Class/Lab
training. The only exception is for Contractors using a Learning
Management System in which case Class/Lab Rosters may be
maintained electronically.

Audit Sample

Our initial audit sample for the testing of class/lab training hours
included 19 (15 random/statistical and 4 judgmental/non-statistical)
of the 45 trainees placed in the Agreement. Auditor's review of
original training rosters found that O of the 19 trainees met ETP
record keeping requirements for training hours reported to ETP.
Thus, 15 of the 15 random trainees (100 percent error rate) were
disallowed, along with the 4 judgmental trainees, due to a lack of
instructor signatures and inaccurate training courses recorded on
training rosters.

In lieu of extrapolating a probable error rate based on the initial

statistical sample audit results (100 percent error rate), and with a

good cause to believe that no training hours reported to ETP were

supported by adequate documentation, ETP Auditor performed a

review and analysis of all original MemoryTen class/lab rosters for
9



FINDINGS AND RECOMMENDATIONS (continued)

the remaining 26 placed trainees. The expanded review
determined that 0 of 45 trainees (100 percent error rate) were found
to have material unsupported training hours. Thus, training hours
were disallowed for a total of 45 trainees (19 initial audit sample +
26 expanded audit sample) or 100 percent of trainees placed.
Total training hours reported to ETP for reimbursement for these 45
trainees represent $162,174 in disallowed training costs. The paid
amount of $31,694 must be returned to ETP.

Furthermore, based on the fact that MemoryTen misrepresented
material facts regarding the nature and quantity of the training, as
reported to ETP and recorded on classroom/laboratory rosters, we
have determined that this Agreement should be terminated. The
basis for our finding, which is the result of our testing and analysis
of items 1 — 3, as noted above, is summarized below:

QOriginal Classroom/Laboratory Training Rosters Not in Compliance

MemoryTen class/lab rosters do not include valid instructor
signatures. 100 percent of those rosters were signed by the
company’'s general counsel (Audit Interviewee No. 4) and
president (Audit Interviewee No. 5), who were not instructors. Their
names were printed beside their signatures on the lines below the
instructions “Print Instructor(s) name(s)” Their signatures appear
below the printed title “TRAINER SIGNATURE.” Instructions
printed below the title state: “Trainer signs only once. Signature
covers all training indentified sequentially on this roster as being
provided by this Trainer.”

On August 17, 2009, during the audit entrance conference, ETP
Auditor was provided, by the general counsel, a copy of a letter
dated August 12, 2009 from himself to MemoryTen, Inc. that
included the heading “MemoryTen ETP File.” That letter states:
‘My signature on each of the roasters (sp.?) is indication of my
overall review, generalized audit check and approval of the
underling (sp.?) training only.” The general counsel also stated in
the entrance conference that he did not act as an instructor for any
training as recorded on all MemoryTen training rosters maintained
for this Agreement. In an interview conducted on August 18, 2009,
MemoryTen's president also confirmed he did not deliver the
training for which he signed on the line designated for a trainer’s
signature. He stated that he signed the rosters after-the-fact on a
regular basis, usually every two weeks or so, without verification
that the information contained on the rosters was correct.

Furthermore, during the audit entrance conference, MemoryTen
representatives stated that various MemoryTen department
managers and supervisors delivered the training reported to ETP.

10



FINDINGS AND RECOMMENDATIONS (continued)

However, none of these managers and/or supervisors signed any
of the rosters. During interviews conducted with four of these
individuals on August 18, 2009, ETP Auditor discovered that there
was ho management oversight of the recording of training hours by
employees on the original rosters. Rosters were distributed by the
company’s administrative manager directly to employees. Then
employees were solely responsible for recording hours on multi-day
rosters for weekly and/or biweekly periods. Employees then
returned the rosters to the administrative manager without any
direct supervisory review or verification of the hours they recorded.
ETP Auditor determined that no management controls were in
place to ensure training hours recorded by employees were
accurate.

In addition, ETP Auditor found that the majority of course titles
recorded on original MemoryTen rosters are not accurate. The
table below shows the results of our review of the 362 original
MemoryTen training rosters regarding the course titles recorded on
those rosters. (“Other Training” includes a combination of 5 fopics:
Performance Management, Equipment Operation, Product
Technical Skills, Intermediate/Advanced Software Systems, and
Advanced Packaging Techniques.)

Training Courses Recorded on Rosters

Manufacturing
Lean Resource Other Total No. of

Manufacturing Planning Training Rosters
158 43 84 362
44% 12% 23% 100%

As shown in the table above, ETP Auditor found that 77 percent of
the course titles recorded on MemoryTen rosters were in three
specific manufacturing related topics i.e. Lean Manufacturing, ISO
(International Organization for Standardization) and Manufacturing
Resource Planning. However, in interviews conducted on August
18, 2009, no MemoryTen manager and/or supervisor stated they
had provided training in any of these topics or that they were
qualified to do so. ETP Auditor also found that no qualified
subcontractor was hired to provide these types of training.
Furthermore, no other documentation and/or evidence of any other
kind could be obtained that supported training in Lean
Manufacturing, ISO, and Manufacturing Resource Planning was
ever delivered to employees as recorded on original training rosters
maintained by the Contractor.

11



FINDINGS AND RECOMMENDATIONS (continued)

Therefore, based on the facts as noted above and listed below:

1) Rosters do not include a valid instructor signature.
2) Rosters were not subject to any form of verification.
3) Rosters include inaccurately recorded training topics.

ETP Auditor concluded that original MemoryTen training rosters are
unreliable documents that do not meet ETP requirements and do
not support training hours as reported to ETP.

No Secondary Source Evidence of Training Obtained

MemoryTen was unable to provide ETP Auditor any credible
secondary source records, documents, or training material that
would support training as reported to ETP was delivered. Since
MemoryTen class/lab rosters did not support training reported to
ETP, ETP Auditor requested that MemoryTen provide for review
any existing training needs assessments, training plans, training
schedules, credible training materials related to courses recorded
on rosters, evidence of trainer qualifications, as well as any
invoices for training provider services. None of these items were
available for review by ETP Auditor during the audit visit.
Therefore, ETP Auditor concluded that no secondary source
evidence supported training hours as reported to ETP.

Information Obtained From MemoryTen Employees Does Not
Support Training as Reported

ETP Auditor conducted interviews with five MemoryTen employees
(Audit Interviewee Nos. 1, 3, 7, 8, and 9), who had training hours
reported to ETP. These trainees also completed questionnaires
regarding participation in training reported to ETP. Three of these
trainees (Audit Interviewee Nos. 7, 8 and 9) are managers or
supervisors. Interviewee Nos. 8 and 9 were also reported to have
delivered training for this project. None of the five employees
interviewed confirmed that they had received training in Lean
Manufacturing, 1SO, or Manufacturing Resource Planning.
However, as an example, original training rosters maintained by
MemoryTen for Interviewee No. 1, who is employed as an
accounting clerk, indicated she received training in a combination of
only those three manufacturing related subjects for a total of the
200 hours reported to ETP. Information provided by Interviewee
Nos. 1 and 3 also led ETP Auditor to conclude that any training that
occurred took place primarily as informal employee meetings in
various work areas, not as formal classroom/laboratory training as
defined by ETP regulations.

12



FINDINGS AND RECOMMENDATIONS (continued)

Recommendation

In addition, statements made by MemoryTen management staff
members/trainers interviewed by ETP Auditor (Audit Interviewee
Nos. 2, 6, 8 and 9) also supported the conclusion that any training
provided during the period reported to ETP was informal, ad-hoc
training, and/or on-the-job training conducted primarily in regular
production work areas, not in a classroom, a non-productive
environment, or a simulated work setting. Furthermore, none of the
management staff members/trainers stated that they had delivered
training subjects recorded on MemoryTen Rosters, and none could
provide any credible evidence supporting that they have delivered
formal class/lab training of any kind, such as training plans, training
schedules, or actual training materials related to courses recorded
on rosters. Based on the facts noted above, ETP Auditor
concluded that no information obtained from MemoryTen
employees supported training hours as reported to ETP.

Overall, based on the facts that all original training records/rosters
maintained by MemoryTen are unreliable documents that do not
meet ETP requirements and do not allow for an accurate
accounting of any potentially eligible training hours delivered to
MemoryTen employees during the period reported to ETP, and that
no secondary evidence supports the amount or type of training
reported to ETP occurred, ETP concludes that the required
minimum training hours were not met for 45 of the 45 trainee
placements (100 percent). ETP also concludes that the
misrepresentation of training information by MemoryTen to ETP
supports that this Agreement should be terminated.

MemoryTen, Inc. must return $31,694 to ETP. MemoryTen should
ensure that documentation that supports training hour requirements
is maintained in accordance with the terms of the Agreement and
Title 22, California Code of Regulations. Furthermore, MemoryTen
should enact sufficient management controls regarding training
records to facilitate the accurate recording of training data and
initiate a system of verification to ensure that training courses and
hours recorded on original training rosters are accurate prior to
claiming reimbursement. Additionally, MemoryTen should ensure
trainees meet the required training hours specified in the
Agreement prior to claiming reimbursement from ETP. All training
hours reported to ETP must be an accurate representation of actual
training provided.

13



FINDINGS AND RECOMMENDATIONS (continued)

FINDING NO. 1 -
Contractor's
Response and
Auditor’'s
Comments

On December 7, 2009, ETP received the Contractor's 18-page
response, along with a 10-page attachment of 3 Wikipedia articles
and the ETP130 Panel Memorandum. The Contractor’'s response is
dated November 27, 2009. Please refer to Attachment A for the
complete Contractor's response. Our comments below address the
Contractor's comments relevant to the factual basis of our audit
finding.

1.

Contractor's Response:

MemoryTen acknowledges the signatures of Mr. Olsen and Mr.
Kripalani on all rosters was a “systemic administrative error.”
MemoryTen states the rosters were signed by Mr. Olsen and Mr.
Kripalani as the “authority figures” of MemoryTen.

Auditor's Comments:

We acknowledge the Contractor's confirmation that all training
records have a “systemic administrative error” where the training
records were signed by Mr. Olsen, President, and Mr. Kripalani,
General Counsel, as, “...the ‘authority figures’ in the MT Group...”
This statement supports Finding No. 1. Training records do not
meet record keeping requirements of Title 22 California Code of
Regulations (CCR), Section 4442  which specify that
classroom/lab training records be certified daily with an instructor
signature. However, in addition to lacking the certifying element
of an instructor signature, which clearly supports that the training
records do not comply with ETP requirements, our determination
in Finding No. 1 that MemoryTen rosters are unreliable is further
based on the lack of any relevant management controls regarding
the distribution, possession, maintenance and verification of the
training information recorded on these documents and/or the
scheduling of and attendance of training by MemoryTen
employees.

The direct purpose of an instructor's certification i.e. signature is
to document an authoritative verification of courses delivered and
session data recorded, such as dates and hours of trainee
attendance. The instructor's signature is considered a credible
verification because an instructor is by nature an authority who is
physically present in the particular training session(s) recorded on
the rosters. Furthermore, based on that premise, the instructor
should ensure the course information is correct prior to obtaining
trainee signatures, and the instructor should control the
distribution and collection of rosters. To further ensure reliability
of the roster, the instructor should also maintain primary control of
the rosters to ensure the document’s reliability until submitted to a
training administrator or other designated representative of

14



FINDINGS AND RECOMMENDATIONS (continued)

management.

However, MemoryTen rosters were subject to no such verification
or forms of control. As stated in a letter dated April 15, 2009 from
the Contractor to the ETP Regional Office analyst regarding
MemoryTen record keeping methods, “Instead of passing around
a single day roster for all trainees in that class to sign, the trainees
marked their training hours on their own individual Multi-day
rosters.” This self-record-keeping process was also confirmed
during our audit and noted in Finding No. 1. In essence, the
training records maintained by MemoryTen were self-maintained
employee time sheets that were not subject to any form of direct
instructor and/or supervisory verification of accuracy. Interviews
conducted by ETP Auditors revealed that MemoryTen managers
and/or supervisors who stated they delivered employee training
did not at any time verify information on the training records nor
did any of them prepare or maintain any secondary record of the
type and amount of training they delivered or to whom it was
delivered, such as ftraining schedules or calendars and/or
employee work schedules or training plans.

As also stated in the letter noted above and confirmed during our
audit, “The variation in the number of hours per trainee is related
to the trainees’ individual need for training being delivered in these
classes.” “Not all trainees could benefit from or needed to attend
all of the training that occurred.” Although this premise for self-
record-keeping was presented as a basis for employees recording
their own training hours, ETP auditors requested but were not
provided with records of training needs assessments or any other
management process that would be evident of a supervisory
evaluation that determined what type or amount of training
“trainees could benefit from or needed to attend.” Therefore,
based on overall information obtained, ETP auditors determined
that, without any management oversight, individual trainees were
supposed to record varying hours of training they attended on a
daily basis because they were allowed to come and go from
training at will. This determination aiso supported our conclusion
that training was provided on an informal, ad-hoc basis, not as
formal classroom/laboratory training.

2. Contractor's Response:

MemoryTen disputes ETP's use of statistical methods, and
states the results should be dismissed for lacking analytical rigor
in the following quote from Attachment A, Page 12, 3. Findings:

“The Audit Manager took a random sample of 15 (and a non-
random sample of 4) class/lab training hours in the rosters. He
then, through extrapolation found a 100% error rate in the
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FINDINGS AND RECOMMENDATIONS (continued)

records keeping because the President signed all the rosters...
The Audit Manager then concludes that since the entire
population of documents are incorrectly signed, they are all
disallowed... The statistical sampling did not even state the
specific sampling objective or why this sampling methodology
was applicable or relevant... No f’ or 't’ test was presented to
determine if this sample size even had statistical significance.
There is no mention of 'standard error’ in the results.... We
challenge the application of this methodology to the audit
objective and given this situation. Any and all derived
conclusions from this section should be dismissed for lacking
analytical rigor.”

Auditor's Comments:

We strongly disagree with these comments. As identified in
Finding No. 1, the audit sample was expanded to a 100 percent
review of all placed trainees. As also stated in Finding No. 1,
extrapolation based on statistical sampling did not occur.
Therefore, statistical methodology is irrelevant to the disallowed
costs that resulted from our review. The documentation of
details related to our initial statistical sample and the results of
the initial testing of that sample are only included in Finding No.
1 to explain part of the overall risk analysis used to determine
that ETP Auditors would proceed with a 100 percent review.
That determination was based on the auditor's professional
judgment that a significant possibility existed that zero training
hours reported to ETP were supported by adequate
documentation and/or secondary evidence, an assessment
based on both qualitative and quantitative considerations, such
as the number of initial sample trainees who had unsupported
training hours, the results of interviews, the apparent lack of
controls related to the recordkeeping process, and our
unsuccessful attempts to obtain credible secondary source
evidence that the training records were reliable. All elements of
our determination process as described here and in Finding No.
1 are supported by the July 2007 revision of Generally Accepted
Government Audit Standards (GAGAS) Chapter 7. Field Work
Standards for Performance Audits, published by the Comptroller
General of the United States.

3. Contractor's Response:

MemoryTen states, “The Draft Audit Report alleges that MT
misrepresented material facts regarding the nature and quality of
the training. That is simply false.”
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FINDINGS AND RECOMMENDATIONS (continued)

Auditor's Comments:

We continue to maintain that MemoryTen misrepresented
material facts regarding the nature and quantity of the training,
as reported to ETP and recorded on classroom/laboratory
rosters. Our determination is based on the following facts: 1) As
detailed above in Item No. 1, MemoryTen rosters do not comply
with ETP regulations and the terms of the Agreement. 2) The
Contractor did not provide ETP auditor any credible evidence
that a formal, structured training program existed at MemoryTen
nor did ETP Auditors observe any evidence of such while on-site
at the company’s place of business. 3) The results of employee
interviews do not support that formal classroom/laboratory
training in any curriculum subject specified in Agreement
occurred as reported to ETP.

According to the ETP 130 Panel Memorandum, MemoryTen
represented, “Funding from MemoryTen's previous ETP
Agreement allowed the company to lay the foundation for a
structured training program...MemoryTen represents that ETP
funds will not displace the existing financial commitment to
training of participating employers [MemoryTen Group]...The
company's representatives report that the training funds
provided in MemoryTen's recent ETP Agreement allowed the
company to set the foundation for much needed training
programs. The company is how able to provide new workers
with skills across various job functions in a structured format,
whereas before the ETP training funds, training was provided ad
hoc as on-the-job training.”

Title 22 California Code of Regulations (CCR) 4400(y)(1),
defines Classroom training as, “...formal instruction provided to
a group of individuals, in a classroom setting removed from the
trainee's usual work environment, meeting regularly for training
in a specific skill under the constant and direct guidance of a
qualified trainer.” This definition is also included in Exhibit D of
the Agreement. Title 22 CCR, 4400(y)(2), defines Laboratory
training as, “...‘hands-on’ instruction or skill acquisition
conducted in a non-productive environment, or simulated work
setting, under the direct training of a laboratory trainer that may
require the use of specialized equipment or facilities by the
trainee. The trainer's time during laboratory training must be
dedicated exclusively to the instruction of trainees.”

We acknowledge that informal, ad-hoc training may have
occurred, which is not reimbursable under this Agreement.
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FINDINGS AND RECOMMENDATIONS (continued)

However, evidence obtained does not support training occurred
in a structured, formal classroom setting (i.e. nature of the
training) in the gquantity reported to ETP. MemoryTen reported
to ETP that all training provided was classroom/laboratory
training. On August 17, 2009, ETP Auditors requested
MemoryTen provide training needs assessments, training
schedules/calendars, or training plans to substantiate a formal,
structured training program was in place as represented to the
Panel. ETP Auditors were not provided with any of these
requested documents.

Furthermore, information obtained by ETP auditors during
interviews conducted on August 18, 2009 and included below
also supported that training was provided in an informal, ad-hoc
manner and not as part of a structured training program.

Interviewee No. 1, Accounting Clerk

Interviewee No. 1 stated she received training in MIVA and MAS
software under this Agreement. Interviewee No. 1 stated
training was scheduled, “As we go.”

Interviewee No. 2. Chief Financial Officer

Interviewee No. 2 stated she provided training under this
Agreement. When ETP Auditors asked Interviewee No. 2 if she
had a training schedule, the interviewee responded that she did
not, but training occurred usually every Tuesday and Thursday.
Interviewee No. 2 stated training occurred in the conference
room, in the accounting offices, or at individual work stations.

Interviewee No. 3, Supervisor

Interviewee No. 3 stated she received training in product
learning/identification, and was instructed by Interviewee No. 8.
Interviewee No. 3 stated most “meetings” [training] were in the
cage area on the warehouse floor.

Interviewee No. 6, Operations Manhager

Interviewee No. 6 stated he provided training under this
Agreement. The interviewee stated there always were training
sessions, and the ETP funding didn’t increase or decrease the
training provided. Further, when asked by ETP Auditors how
training was scheduled, Interviewee No. 6 stated, “It [training]
wasn't pre-set.” Interviewee No. 6 stated he was qualified to
teach Lean Manufacturing (LEAN) due to his training and
experience. When asked about training he had received,
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FINDINGS AND RECOMMENDATIONS (continued)

Interviewee No. 6 stated that he had received three months of
formal LEAN training from a professional training vendor while
employed at a previous employer between 1995 and 1999. He
stated that employer was a computer manufacturer.
Interviewee No. 6 subsequently stated he is not a certified LEAN
trainer, and that training materials were not used when he
provided training. Further, the interviewee confirmed he had no
secondary evidence of training he had provided, such as training
schedules, calendars, or materials which would support training
had been delivered as reported to ETP.

After the interview, Interviewee No. 6 approached ETP Auditors
and described the following training process: Training sessions
occurred when he and Interviewee No. 8, the Shipping Manager,
determined there was an error or area for improvement. Then
“the team” immediately stopped and addressed the problem,
discussed what new procedures could be implemented to
improve the process or solve the problem, and finally decided on
a course of action. He or the Shipping Manager would then
follow-up via e-mail confirming the new procedure or process
with the affected employees. Interviewee No. 6 provided ETP
Auditors with a procedure update e-mail as an example of the
above process.

Interviewee No. 7, Office Administration Manager

Interviewee No. 7 is the Contractor's Authorized Representative
per the Agreement. ETP Auditors had requested training course
materials on August 17, 2009, to support training occurred in a
structured, formal classroom setting. During the interview of
Interviewee No. 7 on August 18, 2009, the administrative
subcontractor for this Agreement, Sallyanne Monti, interposed to
provide ETP Auditors the following items she identified as
training course materials used during training reported to ETP:

Books:

« Gemba Kaizen - A Commonsense, Low-Cost Approach to
Management, by Imai, M.

« The Best of Branding - Best Practices in Corporate
Branding, by Gregory, J.

« Sustaining Knock Your Socks Off Service, by Connellan, T.
& Zemke, R.

« Delivering Knock Your Socks Off Service, 3@ Ed., by
Performance Research Associates

« Knock Your Socks Off Answers, by Anderson, K. & Zemke,

R.
« Knock Your Socks Off Service Recovery, by Zemke, R. &
Bell, C.
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FINDINGS AND RECOMMENDATIONS (continued)

Binders:
« Training Manual: MRP Sales Module
« Training Manual: MRP Shipping and Receiving Module
« Training Manual: MRP Customer Service Module

DVDs:
« Manufacturing Insights: Sustaining Effort
« Employee Involvement, Key Strategies, Senior Employees:
Boeing Company, Integrated Defense Systems
« C17 Production Operations: Boeing Company, Integrated
Defense Systems
Kaizen Effects
Making LEAN Happen
LEAN Culture
Visualize Controls

VHS:
« Manufacturing Insights: Breakthrough Kaizen Effects,
Society of Manufacturing Engineers

However, while on-site at MemoryTen, ETP Auditors had not
been shown a storage area or file cabinets or any other area or
room on MemoryTen's premises containing a stock of formal
training materials or any area or room that could be defined as
an area dedicated for the purpose of providing formal classroom
or laboratory training. All of the single copies of books identified
above were in new, or near-new, condition, and did not appear
to have been used. The single binders appeared to be
procedure manuals, and did not include training course
materials such as PowerPoint slides, course outlines,
syllabuses, class handouts, or other typical training materials
associated with formal classroom/laboratory training sessions
that had been delivered in the volume of hours reported to ETP.
(As an example, Memory Ten reported to ETP that 18 of 45
placed trainees received that maximum 200 hours of training.
Another 10 received between 130-195 hours, as reported by
MemoryTen)

Interviewee No. 7 stated that some training was watching
training videos. When asked by ETP Auditors if the video
viewing was “self-directed,” Interviewee No. 7 responded, “Yes.”
When asked if employees could check out the books identified
above, the Contractor Representative stated, “Yes.” Self-
directed training does not constitute formal classroom/laboratory
training, which requires the, “...constant and direct guidance of a
gualified trainer.” Therefore, ETP Auditors determined that the
materials provided by the administrative subcontractor do not
constitute credible course material and do not represent credible
secondary evidence of training, as identified in the Audit Report.
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FINDINGS AND RECOMMENDATIONS (continued)

Interviewee No. 8, Shipping Manager

Interviewee No. 8 stated he provided training to people within his
department, and maybe 1 percent of training to employees in
other departments. When asked how training was scheduled,
the interviewee responded training was done as work allowed,
and was scheduled verbally. When asked where the training
occurred, Interviewee No. 8 stated, “We don't really have a
classroom,” and that some training had occurred, “In a
conference room that no longer exists.” This interviewee stated
he provided training in shipping, receiving, testing, quality
control, and product. Interviewee No. 8 stated, “I've streamlined
the system so well | could teach you guys in two minutes.” The
interviewee also stated training with mostly managers would be
in the conference room from 12:30 to 1:00 p.m. He described
this training as “knocking heads.”

4. Contractor's Response:

MemoryTen contends, “MT class/lab rosters do include valid
instructor signatures. The president [Ken Olsen] personally did
over 50% of the training and he was the instructor. So did the
CFO and other supervisors.”

Auditor's Comments:

We maintain the rosters do not include valid instructor
signatures. MemoryTen states the rosters included valid
instructor signatures since Mr. Olsen, “...personally did over
50% of the training and he was the instructor.” MemoryTen
does not identify how this percentage was determined, nor did
MemoryTen provide any documentation supporting Mr. Olsen
completed 50 percent of the training. Although Mr. Olsen may
have provided training, the rosters do not differentiate between
training Mr. Olsen might have delivered versus training other
instructors may have provided, since Mr. Olsen signed all
rosters. Based on Mr. Kripalani's statement included in Item No.
1, Mr. Olsen and Mr. Kripalani signed the rosters as “authority
figures” of MemoryTen, not as instructors.

Furthermore, Interviewee No. 7, the company's Office
Administration Manager and Mr. Olsen himself both stated that
Mr. Olsen normally signed all the rosters at the end of two week
periods, when the employee maintained rosters were provided
to him by the Office Administration Manager. Mr. Olsen did not
at any time during our audit claim to directly certify training
rosters as an instructor. He stated he sighed all rosters well
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FINDINGS AND RECOMMENDATIONS (continued)

after-the-fact, as a company representative, as directed by Mr.
Kripalani. Mr. Olsen did not dispute the fact that none of the
dates and hours recorded by employees on the rosters were
subject to any management and/or supervisory verification prior
to his signing them.

5. Contractor's Response:

MemoryTen states, “Ken Olsen, President, is the de-facto
supervisor of all employees at MT, as explained before, and MT
has met this requirement under Par.5.8.2 of the ETP/MT
contract (requiring employees’ supervisor signature and that the
trainees completed the hours of training).”

Auditor's Comments:

We disagree with this statement. MemoryTen stated they,
“...met this requirement under Par.5.8.2 of the ETP/MT contract
(requiring employees’ supervisor signhature and that the trainees
completed the hours of training).” MemoryTen rosters clearly
contain “Trainer Signature” printed below the lines on which both
Mr. Olsen and Mr. Kripalani signed. Furthermore, Paragraph
58.2 of the Agreement between ETP and MemoryTen
references training record requirements for Computer Based
Training (CBT). Paragraph 5.8.2 does not apply to class/lab
training records.

As included in Finding No. 1, Paragraph 5.8.1 of the Agreement,
which applies to class/lab training records states: “Contractor
must maintain original classroom Rosters in hard-copy *sighed
by each trainee and instructor for all Class/Lab training. The
only exception is for Contractors using a Learning Management
System in which case Class/Lab Rosters may be maintained
electronically.” This Agreement did not include approval by the
Panel for electronic records. Thus, MemoryTen provided ETP
auditors paper rosters to support class/lab training hours
reported to ETP.

Also, as included in Finding No. 1, Title 22 CCR 4442 requires
Contractors to provide, as proof training was delivered, records
that clearly document all aspects of  training.
*Classroom/laboratory training records must include hours of
attendance and dates of training, be certified daily with an
instructor signature, and signed and/or initialed daily by the
trainee.

*Underlines added for emphasis
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FINDINGS AND RECOMMENDATIONS (continued)

6. Contractor's Response:

MemoryTen states, “...ETP projects are required to be
monitored during the project...Had ETP done its requisite
monitoring visit and oversight during the progress of this
project/contract, this_systemic [sic] administrative error would
have been easily caught and remedied. Par. 512 (ETP/MT
Agreement) gives MT an opportunity to cure this defect or
problem within 30 calendar days if caught early in the term of the
project with the ETP monitoring visit. There is mutual culpability
by ETP and MT in this administrative error by ETP’s omission of
a timely monitoring visit.”

Auditor's Comments:

MemoryTen claims ETP is mutually culpable for the “systemic
administrative error” due to the lack of a timely monitoring visit
during the project. Paragraph 2.13 of the Agreement states,
‘Responsibility: Contractor understands that it is directly
responsible for the administration and delivery of all training
funded under this Agreement.”

MemoryTen also asserts that Paragraph 5.12 of the Agreement
provides MemoryTen the opportunity to rectify the problem. The
alternative MemoryTen identifies is an option at ETP’s sole
discretion to address a defect in performance or related
problem. This paragraph states the Agreement may terminated
immediately at ETP’s sole discretion if misrepresentation occurs
by the Contractor. Furthermore, Paragraph 2.14 of the
Agreement between ETP and MemoryTen states, “Contractor
understands that any misrepresentation of material fact made by
it or its agent to the Panel or ETP staff, whether set forth herein
or otherwise, constitutes grounds for immediate termination of
this Agreement.”

As identified in the Audit Report and further discussed above in
ltem No. 3, this issue is not solely a performance problem due to
insufficient training records, but also a misrepresentation of
material facts regarding the nature and quantity of training.
Thus, we continue to recommend that the Agreement be
immediately terminated.

7. Contractor's Response:

MemoryTen states, “The majority of course titles recorded on
the original MT rosters are accurate, contrary to the Audit
Manager's conclusion. Actual training was conducted according
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FINDINGS AND RECOMMENDATIONS (continued)

to the substance of the training, not under the title of Lean
Manufacturing.” MemoryTen subsequently provided examples
of MemoryTen's business practices of visual mapping, cellular
workflow design, and real-time inventory display (Examples 1, 2,
and 4, respectively) to demonstrate the use of Lean
Manufacturing and Manufacturing Resource Planning (MRP) at
MemoryTen. |In Example 3, MemoryTen stated employees
would have indicated they received Lean Manufacturing training
if ETP Auditors had identified more specific Lean Manufacturing
topics such as “The 5 ‘S’s’”

Auditor's Comments:

The Contractor's response confirms the course titles on the
rosters are not actual course titles, but rather generalized topics.
Thus they are not “...accurate according to the substance of the
training...”. Title 22, CCR 4442(b)(2) requires training rosters
identify the type of training and course title. Rosters should
include the actual course titles for the training provided. In
addition, the lack of specific course titles further supports the
Auditor's Comments included above in Item No. 3, which
maintain that a formal, structured training program was not in
place as represented to the Panel. MemoryTen does not
dispute that no qualified subcontractor or MemoryTen trainer
was used to provide Lean Manufacturing, ISO, or MRP training.

MemoryTen provided examples of its business practices to
demonstrate the use of Lean Manufacturing and MRP at
MemoryTen. We acknowledge that MemoryTen may have
business practices which use methods and/or components of
Lean Manufacturing, ISO, or MRP methodology. However, the
use of these business practices (Examples 1, 2, and 4) is not
evidence that formal classroom/laboratory training occurred as
reported to ETP.

MemoryTen stated in Example 3 that employees would have
indicated they were trained in Lean Manufacturing, if ETP
Auditors asked more specific questions related to the
“substance” of the training. However, the Audit Report identifies
MemoryTen Managers and/or Supervisors did not state they had
provided training in Lean Manufacturing, 1SO, or MRP when
guestioned by ETP Auditors based on interview questions that
were determined according to “course titles” as recorded on
MemoryTen rosters. If the rosters had identified specific
courses based on the “substance” of the particular training
sessions, then auditor interview questions could have been
developed accordingly. Furthermore, ETP Auditors did not
specifically ask MemoryTen managers and supervisors if they
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FINDINGS AND RECOMMENDATIONS (continued)

provided Lean Manufacturing, 1SO, or MRP. Auditors asked
what type of training was provided and Lean Manufacturing,
ISO, or MRP were not identified, nor were any aspects of these
methods as detailed in the Contractor's response. Given the
Contractor's examples, however, we do acknowledge that some
Lean Manufacturing, 1SO, or MRP methods or techniques may
apply to some aspects of MemoryTen's operation and may be
referred to by the company managers and supervisors
communicating with their staff. ~However, we continue to
maintain that the training records do not contain accurate course
titles according to regulatory requirements specified by Title 22
CCR 4442(b)(2).

8. Contractor's Response:

MemoryTen states ETP Auditors were provided the following
items as secondary source documentation to support training
was provided: “Lean Manufacturing VHS tapes, Training
Manuals for Customer Service, Training Handouts, and Books
used during training.”

Auditor's Comments:

We acknowledge the Contractor provided items to support
training was provided. However, as noted above in Item No. 3,
we determined these items were not credible training materials
and did not support formal class/lab training as reported to ETP
was provided.
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FINDING NO. 2 -
Minimum Wage
Requirement Not

Met

Recommendation

Contractor’'s

Response

Auditor's
Comments

MemoryTen payroll information shows that two Job No. 1 trainees
did not meet the minimum wage requirement specified in the
Agreement. We previously disallowed $6,395 in training costs
claimed for these trainees in Finding No. 1.

Section 3.4 of the Agreement between MemoryTen and ETP states,
“‘All trainees must earn at least the Post-Retention Wage identified
below for the county or region in which trainees are employed, on the
first day after the retention period has ended.”

Section 3.4 identified that Job No. 1 trainees employed in Santa
Clara County must earn a minimum $14.02 per hour following the
post-training retention period. The Agreement allowed the
Contractor to include the dollar value of employer-paid health
benefits to meet minimum wage requirements.

The table below shows the wage reported by MemoryTen, required
wage rate, wage per MemoryTen payroll records, and employer-paid
health benefits.

Trainee

No.

Reported

. | Wage Rate

Required
Wage Rate

Wage Rate
Per Payroll
Records

Employer-
Paid Health
Benefits

Total Actual
Wage Rate

25

$10.00

$14.02

$10.00

$1.18

$11.18

37

$12.00

$14.02

$12.00

$1.28

$13.28

MemoryTen should ensure all trainees meet minimum wage
requirements before claiming reimbursement from ETP.

The Contractor

conceded

“...payroll/administrative error.”

this

audit

finding

Our finding and recommendation remains unchanged.
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FINDING NO. 3 -
Ineligible Trainee
Occupations

Recommendation

Contractor’'s
Response

Auditor's
Comments

MemoryTen claimed reimbursement for two Job No. 1 trainees who
were not employed in occupations specified in the Agreement. We
previously disallowed $4,532 in training costs claimed for these
trainees in Finding No. 1.

Section 3.13 of the Agreement between MemoryTen and ETP
states, “Training shall be funded only for trainees working in the
occupations approved by the Panel for each Job Number, as shown in
Exhibit A, Chart 1.” The occupations identified in the Agreement for
Job No. 1 did not include Chief Financial Officer or Director or any
other titles identifiable as executive staff or senior level managers.

Employment information obtained from MemoryTen during our
audit indicates that two Job No. 1 trainees were employed as
members of the company's executive staff and/or senior
management team during their reported training and retention
periods. Trainee No. 7 was employed as a Chief Financial Officer.
Trainee No. 23 was employed as the Director of Information
Technology. Thus, these trainees were not employed in
occupations identified in the Agreement.

MemoryTen should ensure all trainees are employed in
occupations identified in the Agreement before claiming
reimbursement from ETP.

MemoryTen conceded Trainee No. 7 was in an occupation
ineligible for training per the Agreement.

MemoryTen disputes Trainee No. 23 was, “...given the title only to
give him a sense of pride. He has no managerial role, authority, or
capacity.” The Contractor further states this trainee has no
employees to supervise, no hire or termination authority, no
authority to impact employee’s pay or performance reviews, does
not set company policies, does not sit on senior management
committees, and has no specific impact on company strategies.
MemoryTen states, “He is not an executive staff or senior level
manager.”

Our finding and recommendation remains unchanged regarding
Trainee No. 7. ETP allows that Trainee No. 23 was employed in an
eligible occupation under this Agreement based on the Contractor’'s
comments. ETP will not disallow costs regarding the occupation for
Trainee No. 23. Trainee Nos. 7 and 23 continue to be disallowed in
Finding No. 1 for unsupported class/lab training hours.
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FINDING NO. 4 -
Contractor Not
Entitled to
Reimbursement
for Administrative
Support Costs

Recommendation

Contractor's
Response

Auditor's
Comments

MemoryTen, which is not a training agency, was incorrectly
reimbursed for administrative support costs allocated by ETP for
training agencies only.

Title 22 California Code of Regulation, Section 4400 (z) states:
"Training agency” means any public or private training entity, state
or local school, or education agency that has been in existence for
a minimum of two years preceding the application for panel funding,
and has an established history of providing training and placement
services to the public.

The Agreement between MemoryTen and ETP provided for the
hourly reimbursement rate to include an allowance for training
administration. This reimbursement by ETP is allowable only for
entities defined as training agencies. However, this Agreement
provided funding solely for the retraining of the employees of
MemoryTen, which is a privately owned company comprised of
three separate business entities operating as one company at the
same site sharing the same ownership. MemoryTen did not
provide training and placement services to the public. Thus,
MemoryTen was not entitled to receive additional reimbursement
for administrative support costs as allocated by ETP for training
agencies only.

MemoryTen should not be reimbursed for administrative support
costs allocated for training agencies only.

The Contractor states they made no representation of being a
training agency, and that the application of the additional
administrative costs paid are, “...an ETP administrative error and
may be reversed at ETP’s discretion.”

Qur finding and recommendation remains unchanged. ETP
concurs MemoryTen did not make representations of being a
training agency, and MemoryTen was not entitled to the additional
administrative support costs reimbursed.
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FINDING NO. 5 -
Contractor Not a
Manufacturer

Recommendation

MemoryTen is not a manufacturer. MemoryTen misrepresented its
operation as that of a manufacturer to the Panel for the purposes of
obtaining an Agreement.

Title 22 California Code of Regulation, Section 4416 (a) states:
“The Panel will not fund any retraining project, with the exception of
Special Employment Training under Unemployment Insurance
Code Section 10214.5, unless it first determines that the trainee
jobs are threatened by out-of-state competition.” However, Section
4416 (b) allows exception for employers classified under the North
American Industrial Classification System (NAICS) as set forth in
subsection 4416 (i), which includes in its subsection (1) any NAICS
classification in: Sector 31-33. Manufacturing Industry.

NAICS Sector 31-33—Manufacturing states, “The Manufacturing
sector comprises establishments engaged in the mechanical,
physical, or chemical transformation of materials, substances, or
components into new products.”

None of the three employers known for the purposes of this
Agreement as MemoryTen have designated NAICS codes within
Sector 31-33—Manufacturing. The assigned NAICS codes for
MemoryTen's operations (423436 and 4431207) appear in Sector
42—\Wholesale Trade and Sector 44-45—Retail Trade.
Furthermore, information obtained by ETP auditors based on
inspection of MemoryTen business facilities and interviews of
MemoryTen employees support that no manufacturing is directly
conducted by any of the group of employers known as MemoryTen.
Information obtained by ETP auditors supports that MemoryTen is
solely engaged in the wholesale resale and/or retail sales of various
computer components.

However, representatives of MemoryTen stated in their application
for funding and subsequent memo to the Panel that their industry
sector was Manufacturing and repeated inaccurate claims that
MemoryTen companies “manufacture® computer memory
components. MemoryTen also inaccurately claimed it
“..experienced an increase in competition from overseas
manufacturers” (underline added for emphasis). Thus, MemoryTen
misrepresented to the Panel its status as a manufacturer entitled to
priority funding by ETP.

MemoryTen should ensure all information submitted to ETP about
the nature of its business operations is accurate. Inaccurate
information may result in repayment of unearned funds, plus
applicable interest, to ETP.
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FINDING NO. 5 - Our comments below address the Contractor's comments relevant

Contractor's to the audit finding. Please refer to Attachment A for the complete
Response and Contractor's response.

Auditor's

Comments 1. Contractor's Response:

The Contractor states, “This is strongly disputed and has been
covered in this response in previous sections.” MemoryTen
provided three Wikipedia articles defining manufacturing, and
stated MemoryTen is in the Electronics Manufacturing Industry.
The Contractor discussed their advanced packaging techniques,
software systems, software, and database management.

Auditor's Comments:

We appreciate MemoryTen including in its response an
expanded definition of manufacturing and information
supporting that definition, as well as the additional facts
regarding MemoryTen's business practices. Furthermore, we
do recognize that a potential for misunderstanding did exist
regarding the exact nature and extent of those practices during
development of this Agreement. Based on that fact, we do
revise our finding to state that incomplete facts were provided to
the Panel, and that the finding that MemoryTen misrepresented
its operation as that of a manufacturer to the Panel for the
purposes of obtaining an Agreement is not fully determined.

However, we continue to maintain that North American
Industrial Classification System (NAICS) guidelines, in
conjunction with the physical and documentary evidence
identified in Finding No. 5, do support our determination that
MemoryTen is not a manufacturer, in the commonly defined
sense, as presented to the Panel in the ETP 130 Panel Memao.
Our finding is further supported by testimonial evidence from
MemoryTen’s President and Operations Manager.

MemoryTen states, “Ken Olsen, being the founder, has been
the key driver to lead the company... He holds all legal
corporate positions and authority (sole Shareholder, Chairman
of the Board, sole Director, sole Officer in all capacities as
Secretary and Treasurer, and sole signhatory of all bank
accounts for all companies in the MT Group).” Mr. Olsen is also
the sole signatory for this Agreement. During ETP’s interview of
Ken Olsen on August 18, 2009, Mr. Olsen stated, “I'm not
interested in manufacturing here.” Further, in response to the
statement by ETP staff, “You're not manufacturing in this
building,” Mr. Olsen responded, “No.” During the Informal Exit
Conference on September 9, 2009, Mr. Olsen reaffirmed that
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MemoryTen was not a manufacturer during the Agreement.

Interviewee No. 6, MemoryTen Operations Manager and self-
identified trainer, stated, “The manufacturing itself is
outsourced... The actual electronic part of the build takes place
outside of here.” This interviewee also stated, “YWe're not a
manufacturer.”

2. Contractor's Response:

MemoryTen claims they were, “...explicitly told [by an ETP
Account Analyst] that the company would be classified as a
Manufacturer even if only parts of its processes conducted
manufacturing, which it does in its industry... The Account
Analyst summarized these findings in the ETP 130 report... This
report has been available to the Audit Manager but apparently
ignored in the Draft Audit Report. MT’s classification as a
Manufacturer was a decision made by ETP staff, with full
knowledge of the above facts based on its activities.” The
Contractor acknowledges the NAICS code identified is correct,
but states, “MT is a manufacturer based on its activities and had
always accurately represented such.”

Auditor's Comments:

MemoryTen did not provide any supporting evidence of ETP
Staff's representation that MemoryTen was a manufacturer.
Further, the ETP130 Panel Memorandum (ETP130) referenced
by the Contractor is a document representing the Contractor to
the Panel. ETP Staff may have assisted the Contractor in by
completing ETP130, but all information included in the ETP130
is based on facts and information provided to ETP staff by the
Contractor during the application for ETP funding and the
subsequent development of the Agreement. The Contractor
should note the ETP130 was not ignored in the Audit Report,
and in fact was referred to as the “...subsequent memo to the
Panel...” which documents MemoryTen's misrepresentation to
the Panel.

3. Contractor's Response:

MemoryTen states, “The Draft Audit Report concludes that
since MT is not a Manufacturer (Pg.2, Par 3), any ‘Lean
Manufacturing  Training’” is  disqualified, since such
manufacturing type training cannot be provided to a non-
manufacturer.” MemoryTen then provides an explanation of
Lean Manufacturing training. The Contractor concludes, “To
suggest that Lean Manufacturing skills apply only to
Manufacturers is an ignhorant statement..., and respectfully
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FINDINGS AND RECOMMENDATIONS (continued)

meant with no intent to be offensive.”

Auditor's Comments:

Our report does nof conclude Lean Manufacturing training
cannot be provided to a non-manufacturer, nor does it disallow
training based on this premise. However, our report does
state that Lean Manufacturing, SO, and MRP training was
approved by the Panel based on MemoryTen's
misrepresentation that it manufacturers memory chips, thus its
employees required formal training in manufacturing skills.
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FINDINGS AND RECOMMENDATIONS (continued)

FINDING NO. 6 -
Inaccurate
Reporting

Recommendation

Contractor’'s
Response

Auditor's
Comments

Trainee hourly wage rates reported by MemoryTen on invoices
submitted to ETP were inaccurate. As a result, the Contractor did
not comply with Agreement reporting requirements.

Section 4.3 of the Agreement between MemoryTen and ETP
states, “Contractor must report the actual hourly wage paid for each
trainee at the completion of retention. This information is used by
ETP to verify full-time employment.”

We documented actual trainee wage rates based on payroll
documents provided by MemoryTen for 17 sample trainees.
Trainee wage rates reported by MemoryTen varied by 5 percent or
more from actual wage rates for 12 of the 17 trainees (71 percent).

MemoryTen should ensure all trainee data submitted to ETP is

accurate and complete. Inaccurate or incomplete data may result
in repayment of unearned funds, plus applicable interest, to ETP.

The Contractor conceded this audit finding as an administrative
error.

Our finding and recommendation remains unchanged.
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FINDINGS AND RECOMMENDATIONS (continued)

FINDING NO. 7 -
Payments to
Subcontractor
Exceed Maximum
Allowable
Administrative
Costs

Recommendation

Contractor’'s
Response

Auditor's
Comments

The Contractor exceeded the maximum allowable payment to the
subcontractor for administrative services. Therefore, we assessed
an administrative finding for not complying with the Agreement
between MemoryTen and ETP.

Section 4.4 of the Agreement between MemoryTen and ETP
states, “The administrative costs funded by ETP shall not exceed
13% of payment earned.”

According to records provided by MemoryTen, MemoryTen paid the
subcontractor, Sallyanne Monte $7,250 in administrative fees for
this Agreement. Based on the total amount of training hours
reported by MemoryTen to ETP, maximum allowable administrative
costs should not exceed $17,197 [($132,228 x 13 percent].
However, based on allowable training costs, the maximum
allowable administrative costs would be $0 [($0 x 13 percent)].
Thus, based on the results of this audit, MemoryTen overpaid
Sallyanne Monte for administrative services by $7,250.

MemoryTen should ensure payments to subcontractors comply with
subagreement payment provisions and do not exceed maximum
allowable administrative costs.

The Contractor states, “This finding is only valid and applicable
based on final adjustments and only to that extent. Commensurate
corrections will be made by MT in the future if necessary.”

MemoryTen does not dispute the factual accuracy of the audit
finding. Our finding and recommendation remains unchanged. The
Audit Report is based on the current status of the Agreement and
the results of our audit.
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ATTACHMENT A — Contractor’s Response to Draft
Audit Report

To,

ETP Audit Unit

Attention: Stephen Runkle EMPLOYMENT
1100 T Street, 4® Tloor OEC 07 2009
Sacramento CA 05814-2827 '

Phone: 916.327.5640 TRAINING PANEL

Date: November 27, 2009,

Subject: Memory Ten, Inc. (MT) response to ETP Draft Andit Repert published October 27, 2009
Re: Agreement No. ET08-0428.

Following is our response o your Draft Audit Report ("Jraft Audit Report”). Our response is
structured as follows:

A Preliminary observations and comments.

B. Memory Ten, Inc. Company background.

C. Our specific responses which correspond directly fo the siruciure of the ETP Draft
Audit Report and can be directly linked to the audit [indings, specific issucs and
paragraphs.

Namely:
Section Drafl Audii Reporl Pg #

1. Background 2

2. Objectives, Scope and Methodology 4

3 Response to Findings by Number 7

A, Breliminary ohservations and comments

The Tollowing arc our concerns with the Draft Audit Report:

. Mistaken or simplistic assumplions,

. Factual errors in the Draft Audit Report.

. Hrroneous interpretations and derived conclusions.

e Failure in purported compliance to Government Auditing Standards,

. Unawareness by the Audit Manager of Lean Manufacturing techniques, tools and
methodologies in modermn high technology manufacturing entities.

. Decisions by the Audit Manager to subjectively ignore information provided.

. Pejorative presumplions by ETP audit staff of guilt on the part of MT of some

wrongdoing based on hearsay statemenis by an ex-employee of MT.
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. Failure to use early pre-emptive comrective monitoring proccdures to detect G PANEL
administrative errors by ETP.
. Failure to provide alternative cure periods for administrative error findings as per the
agreoment which would have provided reasonable remedies.
. Serious allcgations by ETP of malfeasance on the part of MT without demonstrating
the key elemenis necessary Lo reach such conclusions.
. Clear indications of Audit Manager bias and personal prejudice.
. Failure to understand even a simple definition of modern Manufacturing.

Pre-conceptions of Auditors® Attitude and Behavior.

The ETP Audil Manager scheduled a preliminary on-site audit visit with two (2) weelks prior
notice to MT on August 17, 2009, exlending until cod of business on August 18, 2009. The
Audit Manager insisted that the audit must take place only on that date with no reasonable input
for flexibility in coardinating the schedules of various staff needed by MT to be prepared for the
audit. MY requested only 2 additional weeks to prepare for the audit given summer vacations
schedules of MT siaff.

The E'TP auditors” aititude appeared to be influenced by some predisposed presumptions of guilt
or wrongdoing by MT, This was evident in theit attitude, behavior, tone, demeanor, sharp or curt
responses to issues, and a general sense of hostility, extended not only to MT management but to
M1 staff cngaged in the audit process. MT has considerable evidence of incidences of such
conduct by the TP Audit staff — a very clear lack of professionalism on the part of the
Auditor(s). Such behavior was contrary to common notions of ‘innocent uatil proven guilty”
under traditional American culture.

At the completion of the inspection of the records, at the end of business on August 18, 2009, the
Audit Manager indicated that an “Informal Exit Conference” was the next step and that it would
lake him a few wecks to present a draft report. M1 provided the Audit Manager with cerfain
dates {August 28 — September 10, 2009 ) where key moembers of the MT Audit team would be
unavailable due to pre-scheduled business and/or vacations. On September 3, 2009, the Audit
Manager scheduled an “Informal Exit Canference’” meeting for 10:00 am September 9, 2009
with full prior knowledge that this would cause a schedule conflict for MT. MT reminded the
Auditor thal a key MT team member would be available on or afier Seplember 11, 2009, MT
requested that the Informal Txit Conference occur on September 11, 2009, two (2) days later.
The Audit Manager was adamant that this conference be held on September 9, 2009 and refused
to accommedate any discussion of minor changes in the scheduled date or even the time. MT felt
it was impcrative to have their ETP administrative sub-contractor as their assigned agent and
representative at (his aondit mecting, MT has a right to have its sclected key tcam members
present and has been prejudiced and handicapped in the audit process by forced exclusion of its
key audit response team member, This purposeful unnecessary hastiness and exclusion of M'I”’s
represeniative was an act of bad faith. It certainly communicated an adversarial rolc by the audit
stall based on predisposed opinions.

Hshis Informal Exit Conference was a 45 minute (approximate) one-way conversation by the
_Audit Manager to an incomplete assembly of MT’s audit response team. Reasons for excluding
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the MT representativc at issue were omitted from discussion at the meeting. At this Inlormal @P

Exit Conference on Scptember 9, 2009 the Audit Manager promised a Dralt report within 710 10
days.

The Draft Audit Report arrived at MT’s offices on October 24, 2009, six (6) weeks later than
committed. This contradicted the Audit Manager’s previous claim that the “Informal Txit
Conference” and audit process was a critical and priority matter that needed to occur very shortly
on September 9, 2009 and could not be delayed for a mere 2 days until September 11, 2009.

We note that, as part of the Draft Audit Report, the Audit Manager chose to highlight (on page %)
spelling errors in an internal MT memo written to and only for M1"s internal file, not addressed
to ETP, and not part of any required compliance procedures. We find such reporting in the Draft
Audit Report to he trivial, small-minded and colored with personal bias. We note that it is not
the function of the Audit Manager to makc spelling corrections in an M't internal memo.

The Audit Manager has indicated that if MT’s response to the Draft Audit Report is not sent to
the Audit Manager within 30 calendar days, a final audit report will be issued with wide public
publication.

Cerlainly, MT was not given any prior documentation as to the timings of such andit processes
as purt of uny contract and has not agreed to any such process and consequences. Neither has
MT made any unreasenable requests regarding such deadlines. MT is not averse to reasonably
negotiated deadlines as part of the audit process. Accountability for strict deadlines and
commensurale performance nust be applicable in parity to both parties in any audit process.

We urge a reagonable attempt by the ETP organization to amicably arrive at a final audit report
which does not reach to the leve! of finding spelling errors in personally motivated targeted
documents of any party. We are particularly offended that the ETP Audit Staff extended their
prejudicial attitude o many of the Company’s cmployees, suggesting accusatory past behavior
on their part and reserve all rights on this issue given the auditors” impact on MT employees.
VT has a right 1o detend its cmploycees from such possible tortuous conduct.

B. Mcmory Ten, Ine. Company Background

Memory Len, Ine, commenced operations in 1997 (originally formed as Compass Memory, Inc.)
and lormally changed its name in 20035 to “Memory Ten, Inc.” for branding and marketing
rCas0ns,

The company litcrally started from the kitchen table of founder and entrepreneur Ken Olsen, a
resident of California and has grown to over 50 employees with a $40 million run-rate in sales
(as of Ociober 31, 2009). The company also operates affiliates which were acquired companies
some years agn, “Oempceworld” and “We Love Macs™, operating under one corporate operating
umbrella and employees of all three companies are covered under the subject CTP contract.

With a proposed acquisition of a memory chip manulacturer based in Southern California, (the
transaction is still pending subject to close as of end of this year), the combined group of
companies will have over 75 California based employees.
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The Company and all affiliates, hereinatter called the “MT Group” or simply “M'1*, have 41’@
consistently had their financial statements fully audited or reviewed by their external CPAs,
Abbaott, Stringham & Lynch, 910 Campisi Way, Campbell, CA 95008, with no audit findings
cver suggesting malfeasance of any sort. Nespite being a private group of companies, with no
legal or IRS regulatory obligation to raise their financial statements and internal control

processes to an “audit™ or “review” standards of audit complianec by independent CPAs, the MT
Group has consistently sought such practices simply becausc it makces good business sensc and
brings standards of discipline into their financial processes.

Company Culture

Ken Olsen, being the founder, has been the key driver to lead the company to over $30 milkon in
sales and 75 employees in 12 years. He holds all legal cotporate positions and authority {(solc
Sharehelder, Chairman of the Board, sole Director, sole Officer in all capacities as Secretary and
Treasurer, and solc signatory of all baunk accounts for all companies in the MT Group), This
company hisiory has had a dramatic impact on its culture and the behavior of all emplovees.

Ken Olsen is also the key “technical memory chip specialist”, chief marketer, and
database/software strategist. He has run other memory chip companies since 1986. The key
issue is that because so much knowledge literally “sits in Ken Olsen’s head™, the key strategic
impetus for the M'I' Group for the past 5 years has been EMPLOYEE TRAINING. Despite
many slralegies and lactics, the key challenge for the Company remains to download training and
deoenlralizc docigion-making (all decisions currently end up flowing “upwards” to Ken Olsen),
which means o employees. "This is a highly tcchnical, compiex and sophisticated company in a
technically compiex electronics industry.

Product knowledge of the database of thousands of memory chip specifications and performance
paramcters is the kev knowledge determinant in this industry. Ken Olsen remains committed to
imparting his knowledpe and strategies to employees and others and fostering new entrepreneurs,
Armed with such knowledge and (raining, employees can make themselves personally enriched
to the point of financial independence, The MT Group of companies can readily demonstrate
such commitment to their employees and we invite ETP to discover this in the practices and
strategies of the MT Group.

One key audit finding in the Draft Audit Report (pg 8, 9, under sub-title “Aundit Sample™) is that
the training rosters were signed by Ken Olsen and General Counsel. This occurred because in
the culture of the company, decisions and documents flow to “the central authority” Ken Olsen.
Everyone assumed that this would actually be more helpful, more authoritative, more validated,
more authenticated and cven more compliant to some “formal” cxternal requirements (such as
ETP Audits).

Another rather obvious conclusion is that this was a spstemtic administrative crror, madc onec,
(that is, a decision made by an administrative employee) that it was somehow “beller” that the
President and (General Counsel, as the “autherity figures” in the M'T Group, sign all the rosters as
they do many documents of legal significance.
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If an independent party were to look “globally™ at what gvstemically happened with the ETP
administrative procedurcs, it is simple and ebvious. Everyone honestly thought it was “better”
that Ken Olsen sign all documents,

1f an independent auditor and observer (without any preconceived notions and hunting for
specific facts to retrofit into those notions) with an open mind were (o examine the evidence ol
the systemic error, examine secondary evidence of events supporting the substance of the
training and not just the titles, consider evidentiary sources such as accounts payable vouchers
and documents of legal sipnilicance, the conclusions would be completely contrary. MT can
easily demonstraie that over 80% of the training has taken placc in substantial conformance with
the contract. The other 20%, whilst the training was conducled, requires further analysis. HEven
this may be mitigated by an examination of additional secondary evidentiary sources.

C. Specific responses corresponding to the Draft Audit Report
1. Backeround

Drafi Audit Report Pg, 2, in par, 3, the Draft Audit Report correctly states that an essential part
of the ETP (raining was to be in Lean Manufacturing. However, later in the paragraph he
concludes that “Memory Ten is nol a manulacturer™. ‘The conelusion is that l.ean Manufacturing
training cannot be applied to a pon-manulacturer.

Is Memory Ten a Manufacturer?

A quick search for “manufacturer” on ‘Google Search’ might be a beginning point for a
foundational discussion an whal is a “manufactures”. (Google Search result for such definition
attached herein, Wikipedia definition),

Ta quote the attached Wikipedia attachment direcily “.....Modern Manufacturing includes all
intermediate processes required for the production and integration of & product’s compaonents.”

MT is a memory chip manufacturing facility providing integration of design, engineering,
prototyping, operating software integration, recycling, repair, assembly and distribution of all
types of memory chips across multiple industry customers. Such customers may be wholesalers,
retailers, various cnd users including corporations, Government(s) (Federal, State and Counties),
schools, non-profits and the military, GSA (General Services Administration) and individuals,

MT departments and functions include:

- Design & Lngineering

- Programming

- Assembly

- Quality Control

- Recyclefrepair, including cleaning
= Purchasing
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- Receiving TRAINING PANEL

- Product testing

- Inventory control
- Packaging

- Shipping

- Accounting

- Human resources
- Legal

- Fraud control

- Order Processing

Memory Ten Manufacturing Facts:

We attach a Wikipedia article on the Electronies Manufacturing Industry (Exhibit C) which
describes the specific industry in whick MT operaies in. Of these activities, the process flow is
as follows: MT directly provides it’s internally developed designs or purchased designs as the
first step in the process to the next stage of component and PCB manufacturing.

Memory Ten’s activities within its operation include receiving raw memory chips and doing the
clectronics design activities.

MT subcontracts the component and PCB manufacturing step in the process, primarily becausc
ol the specialized cnvironmental and chemicsal processes needed there. MT directly performs
prototype lesting for the desipns and configurations it has developed or provided to the
component subcontractor.

MT is directly involved in the production testing part of the process. Significant portion of M7
activities are directed towards the repair, reuse, recveling and elcaning of used memory chips.
Over 35% of M17s 20,000 sq. ft. facility is dedicated to purchasing, warehousing, testing,
¢leaning, re-configuring, re-programming of memory chips, re-packaging and shipping of used
extracted memory chips [rom about-to-be scrapped computer terminals, printers, routers and
other hardware. Such activity is a key part oF environmental recyclability and sustainability
initiatives throughout Silicon Valley and particularly in this industry,

Advanced Packaging Technigues:

MT is experimenting with Clam Shell (Thermal low) packaging to meet current retail
sceurity demands with:

a. Upgraded Thermatron: The Company anticipates a 3% reduction of overall packaging
costs, a 2% reduction in customer re-work, and a 3% increase in efficiencies.
Investment: $68,000.00 (2 hrs of training including in carrent contract.)

b. Thermal Forming machine was purchased to develop molds and the process. Packaging
material costs are a significant cost clement in the production cost.

This is the physical aspect of inteprating the product’s components.
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I'olowing is a description of MT’s soliware activities which integrate the memory chips for final
distribution to customers:

1. CRM implecmentation {CRM = Customer Relationship Management)
Chat line, customer database, cloud datahase for distributing selected proprietary data to
customers, oulsourced customer service from India which is managed by CA employees
to provide 24 hour customer care worldwide.

2. MRP implementation (MRP = Manufacturing Resource Ilanning)

3. Shop Floor and Barcoding

Software:

A key part of the process in the Tlectronics Manulacturing indusiry is re-configuration and
intepratian of the relaied operating software on the raw memory chips. As a metaphor, araw
memory chip without its operating software is as useless as a personal computer without an
operating system software loaded onto its hard drive, This is not to be confused with application
software such as Microsofl office, cic. MT’s activities deal ordinarily with cperating soffwarc
added to the memory chip.

Daiabase Management

In addiion, MT"s most significant valuc-add to the memory chips comes in its proprietary
database of memory chips which has takcn a deeade to develop. This database is now an
industry standard being licensed (o other distributors and eustomers. "l'o claborate: memory
chips come in literally thousands, if not tens of thousands of sizes, capabilities, specifications
and performance parameters, compounded by various permutations and combinations of these
parameters. MT’s competitive edpe and a key strategic atiribute is the strategic design of this
dutubuse available on it’s website: www.memory.net, This is MT’s “secref sauce”™, if you will,
We cannot discuss MT7s database “scerel sauce™ in depth here Tor obvious compelilive reagons,
but product database training is one of the central training components of the ETP contract here.
We indicated eariier that it is imperative for MT to “download” (if you will) such training to
M17s cmployees from the “founder’s head”,

At the on-site audit date of August 18, 2009, the Audil Manager was inviled several times 1o
attend a brief demonstration of MT’s software, database configuration and other technical
parameters at a terminal. He declined such a demonstration. We think that having no
understanding of this key component of the Electronics Mamufacturing industry creates a void in
the audit. Tt was an intentional overlooking of key facts about the substance of the iraining
delivered and then using this void to generate a contrary audit finding.

EYY Site Visit:
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Prior to the inception of this ETP contract, our assigned ETP Account Analyst conducted a sng{"/l/ %
visit at MT, Such sitc visits are mandatory to commence development of any new ETP training .«:]
praject. The Account Analyst used this site visit to meet staff at MT, conduct a walk through, 4’5‘(
overview operating and business processes and learn about MT’s training needs. Rest assured

the Company’s cultural issues about the need to downlead product and database training from
the President to various employees were also discussed at that time.

The Account Analyst observed MT’s Electronics Manufacturing, Reeycling, tesling, operating
softwarc and operations. MT was explicitly told that it would be classitied as a Manufacturer
even if only parts of its processes conducted manufacturing, which it does in its industry.

Based on MTs ACTIVITIES, the ETP analyst correctly classified M1 as an assembly
manufacturer,

The Account Analyst summarized these findings in the ETP 130 report which was presented to
the ETP panel lor eventual approval of this ETP training project. ETP 130 (attached) describes
MT’s aclivilies and corroborates MT’s position in this response document and demonsirates how
MT was classified as a manuluciurer al that ime. This rcport bas been available to the Audit
Manager but apparently ignored in the Draft Audit Report. MT’s classification as a
Manufacturer wag a decision made by ETP staff, with full knowledge of the above facts based on
its activitics.

We particularly note here that ETP’s assigned Accouni Analysi was a courteous and open
minded individual, a fine and professional feld representative for the ETP organization.

NAICS Classification System

This classification system for M1"s industry code was developed by M’} in corroboration with
the Federal Government Department fasked with such activily in 2003/2004, MT held exiensive
discussions with the appropriate authoritics who made the final determination of classificalion.
For this industry, the NAICS classification is based on three (3} criteria;

. By Aclivily.
. By Product Volume (i.e. Quantities of momory c¢hips shipped).
. By Sales Dollar Value.

Around 2004, MT’s product shipment volume slightly exceeded 50% in the wholesale category
and for the retail category, sales dollar value was nearly 70%. Accordingly, the Federal
Governmenlt surveyors classificd MT’s busincss in the Wholcsale and Retail NAICS codes based
on product volume and sales dollar values.

Our Indusiry Classilication system ‘NAICS’ codes — 423436 and 4431297, which arc in Seclor
42 — Wholesale Trade and Secior 44-45 Retail trade, respectively, were disclosed to our assigned
ETP Account Analyst and has always been available to ETP staff. There has been no change in
MT s NAICS classification aver the years.




ATTACHMENT A — Contractor’s Response to Draft
Audit Report

647;% o

Py ’?f}. 47@

R,y -0
y - . . ’11 T ‘@9

The ETP Draft Audit Report now disingenuously seeks to declassify MT as a Manufacturer @

based on its NAICS codes, which were based on entirely different criteria. We ask some simple "?4@.

queslions: Can the Audit Manager please clarify what criteriy he arbitrarily chooscs now to {

determine a “Manufacturer”-- Activity, Praduct Volume or Dollar Volume? Why is this

decision process not disclosed to MT? Why was the classification made on MT’s activilies at the

inception of the project but the NAICS classification is cited now as a contrary argument?

47

The Audit Manager’s allegations of any mistepresentation by MT about its process activities or
any other fucts on this subject (or on any other subject, for that matter) are vociferously dispuied
in this regponse. MT is a manufacturer base¢ on its activities and has always accurately
represented such,

LEAN MANUFACTURING TRAINING

The Draft Audit Report concludes that since MT is not a Manufacturer (Pg.2, Par 3), any “Lcan
Manufaciuring Training” is disqualified, since such manufacturing type training cannot be
provided to a non-manulacturer,

Following is some background on “Lean Manufacturing”. This is a term originally involved in
manufacturing sectors, partly using Japanese techniques of “Kaizen” (Continuons lmprovement)
as well as work devcloped by Deming in North. Ameriea.

- Lean manufacturing refers to a methodology of practices designed to indentify
value added activity and eliminaic wasielul activities in a process, resuliing in
inereased productivity (see attachments herein).

- Lecan Manufacturing ‘Technigques are applicable to all types of businesses (not just
manufaciurers) and in all functions of the business (not just manufacturing
processes). In fact, “Lean Manufacturing Techniques™ are now being used in
office environments such as accounting and law firms, Insurance companies
{claims processing) and even hospilals.

- T.ean Manufacturing practices can improve an administrative proecss (such as
generation of an invoice) as effectively as it can improve a widget passing from
Mfe. Point A to Point B.

- MT has implemented this in:

- Value Stream Mapping (VSM) — identifies value added activity (what the
customer is willing to pay for) and identifies wasteful activity (non-value
added) which will later be eliminated using 58, Kanban and Kaizen
technigues, in a specific area of the business, area by area and then at a
deeper level process by process

- 55 —sort & clean

- Kanban — labcling system and workflow integration

- Kaizen — rapid improvement workshop in a specific area of the business —
allows immediatc changes and experience immediate results {e.g.: lean the
SD Card area [or beller flow)
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- In fact, at the point of hiring, each emplovee at MT is given the book ’ﬂfg

“Gemba Kaizen” authored by Masaaki Imai, often considered the *“Bible™ of
Lean Manufacturing.

- Some educational Lean websites

- hitp://en.wikipedia.org/wikifl can manufacturing

- htipi//www mainienanceworld.corm/Articles/rink /L ean-Manufacturing html - this
one speaks to Lean concepts applied in ALL functional areas.

- hlpHwww.industryweele comiarticles/lean accounting_focus_on_the meaning_o

f numbers 13352.aspx atticle on Lean Accounting.

- Lean is a scrics of events and experiences for employees that go deeper and
deeper into the business starling globally in an arca or a department and then
progressing Lo individual proccsses and then at increasingly micro levels,

- One does not have to be a manufacturer to benefit from Lean Practices.

- W attach an Exhibit, labeled “Agile Manufacturing” from Wikipedia to
demonsiraie the terminologics now being used in modern business — Flexible
Manulacturing, Agile Manufacturing and Lean Manufacturing.

The Wikipcdia definition speaks to “Agility (Agile Manufacturing) which has four underlving
components; the first three are:

1. Delivering value to the customer
2, Reing ready for change (new products}
3. Valuing human knowledge and skills;

... Thesc threc are considered important elements of T.ean Manufacturing as explained in the
attachment.
We at MT, and also at ETP, ihis item 3 is the strategic impetus for the missions of both

orpanizations.

To suggest that Lean Manufacturing skills apply only to Manufacturcrs is an ignorant statcment
(the term ignorant implying a lack of knowledge}, and respectlully meant with po intent 1o be
offensive.

The Draft Audit Report (pg 9) suggests that MT misrepresented material facts regarding the

nature and quantity of the training. ''here has been no misrepresentation of the nature of the
training as indicated in this section here.

Draft Audit Report Pg. 2 Par. 4

The Dratt Audit Report ¢laims thal “Memory L'en claimed to the Pancl that the Tnstitute for
Business Performance of San Jose had been retained (o provide lormal training courses ...~
This is simply not true and a. blatant misstatement.

1O
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Vendor ‘Institute for Business Performance’ — was listed only as a “potential verndor” for 4’}/
Business Skills, Compuier Skills and Manufacturing Skills — (on ETP 100D form). MT was not ﬁ“jq
required nor obliged to utilize this vendor. This vendor was listed as the local Communiiy 4’6}(
College Workforce Lducation Center as a potential vendor. Vendors are only hired on an as-
needded basis and a need for this vendor was not identified during the project. MT did not
indlicate Lean Manufacturing for this vendor. The Dratt Aundit Report’s migstatement here is
made out of context.

Drafi Audit Repori, Pg 3.

Issue concerning M1”s cx-cmploycc

We are aware of this former employee’s name and for obvious privacy reasons, need not recite it
here and shall even disguise any information as to gender. Former emplovee, clearly disgruntled
for some reason, such reason(s) exactly unknown to MT, resigned on 5/8/2009. This ex-
employee’s resignation letier indicated: “I have been through a lot of emotional stress™, “My
constant struggles to juggle my daily duties and more have been difficult.” The ex—cmployee
had been employed with MT from just slightly more than a year in the accounting department as
an accounts payable processor. At cne time the Company did forward the ex-employee a “pay
advance™ of $500 since the ex-employee was short on cash, a common practice by the Company
1o assist its employees if they are in financial distress.

The ex-employee had not indicated to any other employee or MT*s Human Resource Depariment
whal ex-employee’s “emolional stress™ had been, and neither was the ex-employee asked by

ALY VI,

MT has considerable evidence with ex-employee’s superiors and co-employees ta demonstrate
that the ex-employee had received considerable training for ex-employee to do ex-cmployee’s

job and seemed to be performing adequately.

Purported Ex-Employes’s Statements in bullet points, Pe. 3 of Dratt Audit Report

There are 7 “bullet points” and each is addressed numerically as foilows;

1. That is categorically false. Employees did receive the training and it was all
documented. How could an account clerk have access o broud Company knowledge about
all ETP and non-ETP training and how it was delivered to all Company emplovees? It is an
overgeneralization that should have no credibility.

2. False. In fact, emplovees were told quite the contrary by MT management;
“Specifically - don’t lie” "Do not falsify anything”, We have several cmployees who will
attest to those speeitfic words.

3. This was a systemic administrative error by an administrative employee at MT, as
indicated earlier. This administrative employee’s responsibility was to verify the hours and
collect signaturcs.

4, Simply a false allegation. All training recorded was either in structured class/lab
training with a trainet or only at workstations where softwarc applications arc available. This
is the only possible way to deliver the {raining in the physical setiing available.
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5. Troe. Our ETP contract allows for training of employees in a range not to cxcccdéj(%ﬁ"/“/ “"%%?9
hours. Employees were told and encouraged to seek out opportunities for up to 200 hours of .:04
training each, if applicablc or nceded. MT ran many courses on the LTP curriculum and we 4/52«
were further under contract with ETP to strive to that objective. There is nothing wrong with

such encouragement and direction and MT is at a loss to understand any negative findings

here. Tt appears to be another attempt (o shed a single fact out of context in a negative light.

6. Yes, cmployees were coached. No requests were made to employees io make any

[alse statements. Some employees have reached 200 hours and are still in need of more

training while other have received less based on need. Yes, the Company stands on its

commitment for continuous training for all its employees.

When an external audit occurs, employees often have questions and fears such as “Am I in

trouble? Who are these people coming to visit? Will I be interrogated? 1 have never gone

through an audit. Will 1 bosc nry job?® Company coaching is normal, empathetic and seeks to
alleviaie such employee lears. Agpain, Tacts arc being taken out of context in the Draft Aundit

Report to suggest that “coaching” was a manipulative Company activity. We take particular

offense to this prejudicial view in attempting o take a truly genuine concern for employces

by MT to help allay their fears. The Draft Audit Report attempts to disingenuously shed this
coaching in a negative light,

7. Training oceurred.over a 12 month period. Employees were reminded about the

structure and nalure of the training that had taken place.  Some of the employees stayed

during portions of training in which others were dismisscd based on the cmployce training

need and modules being covered. This is within ETP guidelines. What was really an

innocent and rather extensive conversation has been subtly misconstrued in the Draft Audit

Report with one single statement talken out of context. Dmployees were explicitly repeatedly

asked 1o tell the iruth by M'T management.

2. Objectives, Scope and Methodology

We understand this section and shall address them in context of the specific audit findings.

3. Findings

Pg. 8. The Audit Manager took a random sample ol 15 (and 4 non-random sample of 4) class/lab
fraining hours in the rosters. Ile then, through extrapolation found a 1009 error rate in the
rocord keoping because the President signed all the rosters. The total population sizc of
individual roster time training hours is in several hundreds, possibly exceading 1500 — 2000
individual catrics. The Audit Manager then concludes that since the entire population of
documents are incorrectly signed, they are all disallowed.

Earlier in this report, under the section of Company Culture, we explained how this systemic
administrative error arose. Because il is a gyslemic error, there is no need o do statistical
sampling, Had the Audit Manager picked a random sample of four (4), or even two (2}, or any
number, he could have atrived at the same extrapolative conclusion. Alternatively, had he
iripled the random sampling size to 45, would his statistical testing be three (3) times more
statistically valid?
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Sampling and stafistical techniques are used when there is some gystematic cause to be

speeific sampling eobjective or why this sampling methodology was applicable ot relevant --- a
vory basic and standard procedure of statistical sampling. No “f” or ‘" test was presenied to
determine if this sample sizc cven had statistical significance. There is no mention of ‘standard
error® in the resulls, Itis simply an irrelevant application of statistical methodology, shrouded by
a false aura of credibility becuuse the Draft Audit Report claims it complies with Governmental
Auditing Standards. We challenge the application of’ this methodology to the audit objective and
given (his situation. Any and all derived conclusions from this section should be dismissed for
lacking analytical rigor.

Finding No. 1

Unsupported Class/Lab Fraining Hours.
Audil Sample The irrclevant sampling methodology used in the site visit by the audit team has
been addressed carlicr in this response and should be simply disposed of.

Trwaft Audit Report, Pg 9, Par. 2

The Draft Audit Report alleges that MT misrepresented maierial facts regarding the naturc and
quality of the training. "L'hat is simply false.

Draft Audit Report Pg. 9:

Section: Original Classroom/Laboratory Training Roster Not in Compliance.

M1 class/lab rosters do include valid instructor signatures. The president personally did over
50% of the training and he was the instructor. So did the CT'O and other supervisors.

Ken Olsen, President, is the de-taclo supervisor of all cmployces at ML, as explained before, and
MT has met this requirement under Par.5.8.2 of the ETP/MT contract (requiring employecs
supervisor signature and that the trainees completed the hours of training), Other supervisors in
the company did provide the remainder of the requisite training.

The reasons for this systemic adminisiralive error of the president signing have been explained
eartier under section B, Memoty Ten, Inc., Company Background. In [acl, there was direct
supetvisoty and management control and oversight on all rosiers by the Administrative Manager
and the President.

The General Counsel’s signalure was only for audit verification purposes and thig was explained
very clearly to the Aundit Manager.

Additionally and very critically, ETP projects are required to be monitored during the project.

An ETP analyst visited MT belure the lraining projoct incoption and after all of the project hours
had been completed and submitted electronically. There was no monitoring, supervision,
couching or even administrative oversight by ETP during the project. Had ETP done its requisite
monitoring visit and oversight during the progress of this project/contract, this systemic
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administrative crror would have been easily caught and remedied, Par. 5.12 (ETP/MT RAINING PANEL
Agreement) gives MT an opportunity to cure this defeet or problem within 30 calendar days if
caught early in the term of the project with the ETP monitoring visit. There is mutual culpability
by ETP and MT in this administrative error by E1P’s omission of a timely monitoring visit.

Draft Audit Report Pg 10 (2! Pat.})

The majority of course titles recorded on the original MT rosters are accurate, contrary to the
Audit Manager’s conclusion. Actual (raining was conducted according to the substance of the
training, not under the title of Lean Manufacturing. To illusirale some examples:

Examplc §.

MT has created a system for all documents in the company to be centrally placed on one 12°x12°
wall to track the flow, inventory of documents, and accountability of work flow and document
hacklog to make it visual to all employees. This is called visual mapping, valuc strecam mapping,
a ‘dashboard’ of work in the Company, and one of the KI'Y 5 8’5, These are all techniques of
LEAN MANUFACTURING. The employvees learn the underlining substantive techniques, hut
are recorded on TP training rosters as LEAN MANUFACTURING, _The auditor asked the
employees: “Did vou Jearn LEAN MANUFACTURING”? Employee answer: “No”. An cutside
ohserver would have seen the 12° x 127 wall, illustrating the application and (raining of the
underlying techniques and training of TEAN MANUFACTURING in the workplace. The Draft
Audit Report makes no observalion of these activitics.

Lixample 2.

An important technique of LEAN MANUFACTURING is ‘Cellular Workflow®. A 5-minule
tour of the MT facility would make it evident that over 70% of the employeocs sit in groups of 4-
5, in workstations organized in gircular cellular design so that the out-basket of one employee
waorksiation or desk is the in-basket of the next. This is called Kanban. To re-emphasize, this is
cellular workflow design. All work [low, physical rcorganization, proup leader re-agsignments,
compuier workflow, computer and database sceurity, procedures and commensurale TRAINING
is organized to coordinate with such cellular design and Kanban. The employees learn il as
workflow design, Kanban or ceflular or even some combination of such labels. The techniques
are vistble and obvious, All such training is called LEAN MANUFACTURING on the ETP
rosters.

The Draft Audit Report makes no observation of these substantive activities.

Example 3.

The 5 *8°¢” are a key component of Japanese work methodology. They stand for:
Seiri — Sorting

Seiton — Straighten

Sciso — Sweeping

Seiketsu — Standardizing

14
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At M1, each employee is trained on these principles applicable to histher workstation/ desk.
Wecekly “housekeeping” audits by other employees are conducted to ascribe 5 “8™ scores to each
workstation to sustain the discipline. All such training is called LEAN MANUFACITURING on
the rosters. The training is applicable and individualized to each employee/employee group
workstation(s). If the employce is asked: Did you get “LEAN MANUTACTURING” training?
{as the Audit Manager did ask in his altempt to obtain “secondary” evidence from employee
interviews} he would have received an answer of “No”, Had the more incisive question been
asked: “Do you know the 5 “8°s” and how do you apply them to your job”, employee answers
would be much more accurale and descriptive of the true value of training delivered.

Example 4.

In the center of its office, MT displays a large TV-type monitor with 4 real-time display of
current inventory quantitics, buying and selling prices for memory chips, incoming crders for
thousands ol memory chip part rumbers and specifications on its database (the “secret sauce”
alluded to earlier in this report). This recal-time rolling display (much like a stock market tick-
report) has taken MT lundreds of thousands of dollars und over a decade to develop. M1 has
invested an cnormous amount of employee training to make this happen.

Employces know it as our real-time inventory display. All the training on ETD rosters is recorded
as MANUFACTURING RESOURCHE PLANNING, which is what it is.

The Draft Audit Report considers (his an audit finding of inaccurate course titles.

The point MT is &rying to make here 1s that we have delivered the LEAN TRAINING in
substance, not just in title, and is particylarized to the actual technique to be applied in the
workplace. Any audit seeking secondary evidence of the training actually must look to the
substance and not cherry pick language to be refro-fitted into pre-conceived notions. Employees
think of their training under different and particularized/individualized training titles and
subtitles unique to their jobs.

Draft Audit Report Pg, 11
Titled “No Secandary Source Evidence of Training Obtained”

The Audit Manager was given:

- Lean Manufacturing VHS tapes

- Training Manuals for Customer Service
- ‘I'raining Handouts

- Booleg uged during training.

During his worksitc four, we are not aware if he observed the cellular workstations, real time
inventory virtual monitor, Company “dashboard” and LEAN MANUFACTURING tools such as

5 “S’s in rcal-time application. We know he declined to take a virtual tour of the proprietary
software and database. All ol these facls were also omitted in the Draft Aundit Report.

Finding No. 2.
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MT concedes this finding as a payroll/administrative error,

Finding No 3.

MT concedes that the Chief Tinancial Officer, titled Traince No. 7, is an occupation ungualified
under the agreemont. We dispute the finding of Trainee No. 23 titled “Director of Information
Technology™. The [acl is that this employee is given the title only to give him a sense of pride.
He has no managerial role, authorily or capacity. He is the “techie” in the business. He has no
employees to supervise. He has no hiring or termination authoriiy. He has no ability or
authority to amend anyone’s pay or impact performance reviews of other employees. He has no
policy sctting role. He sits on ho senior management committees. 1le has little impact to
company siralcgy other than a general solicitation for such input made to all employees. He is
not an executive stafl’ or senior level manager.

Finding No. 4.

MT had no knowledge of what is a training agency under FTPs definition or criteria, had not
applied for such, made no representation that it is 4 private (raining entity, a school or education
agency or was ever aware that it was entitled for such additional reimbursement, This is an ETP
administrative error and may be reversed at B'TP’s discretion.

Finding No. 3,

This is strongly dispuled and has been covered in this response in previous sections,
Finding No. 6.

We concede this finding as an administrative error.

Finding No. 7.

This finding iz only valid and applicable based on final adjustments and only to that extent.
Commensurate corrections will be made by MT in the future if necessary.

16
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There are altcrnative remedies to the administrative error conclusions that MT modestly and
respectiully requests:

Remedy No. 1.

We acknowledge the systemic administrative error that the President, as the de-facto supervisor
of all employees at M1 signed all the rosters when he should have only signed 50%. Such an
administrative error would have been corrected casily had a timely ETP monitoring/coaching
visit been made during the project. The parties have mutual culpability for the crror not being
corrected. We suggest a 20% reduction in the ETT reimbursement amount since 100% of the
training has been delivered and 80% can be readily proven.

Remedy No. 2,
MT prefers the above Remedy No. L.

However, as an alternative and additional remedy, we suggest an extension of the agreement for
four (4) monihs,

This would allow MT 1o redo 20% of the hours ofits cinployees in good faith af its own cosl.
We would invite any number of monitoring visits TTP deems necessary. Such a remedy allows
for coaching to MT of the correct ETP procedures to be followed on the rosters and deliver the
training to MT employees, which is the true mission of both organizations. We recognize this as
a novel and unysual appreach but it offers an amiecable resolution and maintains a harmonious
relationship batween ETP und MT, We genuincly and in good faith seck not a negative audit
finding in the public domain which damages MT’s reputation.

Sincerely,
% - “é : ¥
Neil Kripalani

On behalf of MemaoryTen, Inc.
Enclosures,

Ce; Sally Annc Monti
Ken Olsen
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Ag indicated earlier, other than Ken Olsen, no member of the management is a legal corporate
officer of any of the MT Group of compunies, except in title only.

President, Chairman and Secretary/Treasurer

Bachelot of Science, Chemical Enginecring, 1984
Rensselaer Polytechnic Institute,

Chief Financial Officer

Masters in Accounting, 1981
Cerlificd Public Accountant, 1985

General Counsel

Magiers in Business Administration, 1982

Cerlificd Goneral Accountant (Canada), 1986 (US C.I.A. Equivalency and member of the
California Inslilule of CPAs)

Member of California State Bar, 2004

Tt is incredulous to believe that the three above professional management individuals would risk,
in cven the slightest manner, any tarnishing to their professional roputations, professional
acereditations and designations and their licenscs as Engincers, CPAs and Attorneys in a §50
million business for ill gotien gains of $132.288 of ETP funds through misrepresenialion of facts.
Such an allegation will be formally and vigorously challenged (with full reservation of all legal

rights).

The Draft Audit Report malkes some serious allegations of misrepresentation by MT. We suggest
that the Audil Manager seriously reconsider the legal elements, standards of evidence necessary
and enforceability issues to arrive at such a conclusion hastily, In addition we ask him to
reconsider the use of such inflammatory and defamatory langunage prior to its use in a casual
manner as he did the definition of ‘manulacturer” (Sce carlier section of this response letter).
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From Wikipedia, the free encyclopedia
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tnake things for use or sale. The term may refer to a range
of human activity, from handicraft to high tech, bul is
most comnionly applied to industrial production, in which
raw materials are (ransforymed into finished goods on a
large scale. Such [inished goods may be used for
manufacturing other, more complex products, such as
houschold appliances or automohbiles, or sold to
whaolesalers, who in turn sell them to retailers, who then
sell them to end users - the "consumers".

Manufacturing takes turns under all fypes of ceonomic
systems. In a free markel sconomy, manufacturing is
usually directed toward the mass production of products
lor salc (o consumers at a profit. ln a collectivist economy,

 manufacturing is more frequently directed by the staie to
supply a centraily planned economy, Tn free market )
economies, manufacturing occurs undet some degree of
government regulation.

required Lor the production and integration of a product's
components, Some industries, such as semiconductor and
stcel manufacturers use the term fabrication instead.

Mannfacturing is the use of machines, tools and labor to Part of a series of articles on

Batch production * Job production

Information & communication

Modern manufacturing includes all inlermediatc proccsscs SAP » IEC 62264 + B2MME,

Industry
o -

Manutacturing methods

Continuous production
Tmprovement methods

LM« TPM +« QRM

-TOC +SixSigma-+ REMF -

ISA-88 « ISA-95 « ERP

Process control

PLC =« DCS

The manufacturing sector is closely connected with

engineering and industrial design. Examples of major manufaciurers in
the United States include General Maotlors Corporation, Ford Motor
Company, Chrysler, Boeing, Gales Corporatlion and Plizer. Hxamples
in Europe include Airbus, Daimler, BMW, Fiat, and Michelin Tyre.

Contents

= 1 History and development
» 1.1 Manufactaring systems: The changing methods of
manufacturing

2 Econamics of manufacturing

3 Manufacturing and invesiment around the world
4 Taxonomy of manufacturing processes

5 Manufacturing categories

& Theories

7 Control

8 Sce also

9 References

10 Sources

http:/fenwikipedia.org/wiki/Manufacturing

i Assemhly of Section 41 af a
! Boeing 787 Dreamliner. !
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From Wikipedia, the free encyclopedia

The indusirial electronics manufacturing process for the electranic assemblies found in many of
today's electronic devices, is a multi-step process.

Contents

s 1 Component and PCB manufacturing
2 Mounting surface-mount components
3 Mounting through-hole components
4 Depanel

5 Cleaning and drying

6 Casc-up

7 l'esting

Component and PCB manufacturing

Components such as resistors, capacitors and integrated circuits are generalb* made by specialized
contractors. [ntegrated cirenits are generally made by the process of photolithegraphy.

Printed circuit boards (PCBs) are usually manufaciured by specialized contractors,

Mounting surface-mount components

Surface-mount components can be hand-soldered, bul usually they are mounted using surface-mount
technology. The process usually consists of three steps:

1. A solder paste is printed where the components need to malke a connection with the PCB tracks

2, Components are placed using a pick and place machine
3. The PCB passes through a reflow oven

The process is repeated twice in order (o populaic both sides ol the PCB.
Mounting through-hole components

Through-hole components and connectors can be hand-soldered, but usually they are mounied using
wave soldering or selective soldering techniques.

Depanel

In arder to increase manufacturing capacity, PCBs are often designed so that they consist of many
smaller individual PCBs that will be used in the final product. This PCB cluster is called a panel or
multiblock. The large panel is depaneled at some stage in the process.

hitp:/fen, wikipedia.org/wiki/Blectronics manufacturing 11/22/200%
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A completed assembly needs ta be cleaned. Various technigues are used dopending on what type O}A NING PANEL
solder and flux was used. A cleaned assembly needs to be dried beforc any power can be applied.

Case-up
The case-up process consists of one or more of the following:

» Adding a conformal coating or potting
» Final mounting of the depancled PCB in an enclosure using various methods: screwing etc.

Testing
Electronic asscmblics are tested at various process steps using the following methods:

= In-circuit testing of integrated circuits and other components

= Inspection of components and joint quality, using simple visual inspection, X-Ray inspection
(usually of invisible; joints, e.g. BGA), and/or automated optical inspection_

w Final [unctional test atfcr case-up

w Vurious other tests for assembly functioning in a range of conditions (temperature, humidily,
vibration, strain, etc.)

Retrieved from "http:/fen.wikipedia.org/wiki/Electronies_manufacturing"
Categories: Clectronics manufacluring

a This page was last modificd on 4 July 2009 at 08:56.

» Text is availuble under the Creative Commans Attribution-ShareAlike License; additional lerms
may apply. See Terms of Use for details.
Wikipcdia® is a registered trademark of the Wikimedia Foundation, Inc., a non-profit
organization.

» Contact us

hitp://en. wikipodia.org/wiki/Blcctronics _manufacturing 11/22/2009
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Agile manufacturing is a term applied to an organization that has created the processes, tools, and
training to enable it to respond quickly to customer needs and markel changes whilc still controlling
costs and quality.

An enabling facior in becoming an agile manulaciurer has been the development of manufacturing
supporl technology that allows the marketers, the designers and the production personnel to share a
commen databasc of parts and products, to share data on production capacities and problems —
particularly where small initial problems may have larger downsiream effects. It is a general proposition
of mamifacturing that the cost of correcting quality issues increases as the problem moves downstream,
so that it is cheaper to correct quality problems at the earliest possible point in the process.

Agile manufaciuring is seen as the nex{ step after LEAN in the evolution of production methodical. The

key difference between the two is like between a thin and an afhletic person, agile being the latter, One

can be neither, one or both, In manufacturing theory being both is often referred to as leagile. According

to Martin Chrislopher, when companies have to decide what to be, they have to look at the Customer

Order Cycle (the time the customers are willing to wait) and the leadiime for getting supplies. If the

wipplier hasg ashort lead dme, lean production 15 possitle. If the customet order cycle isshort;agile™ -
production is beneficial.

Contents

| 1 Backpround
! = 2 Key atiributes
= 3 See also
= 4 External links
w 5 References

Background

Key attributes
Goldman et al. suggest that Agiliry has four underlying componenls:
1. delivering value to the customer;
2. being ready for change;
3. valuing human knowledge and skills;
4, [orming virlual parlnerships.
The [lirst three of these are also ativibutes of Jean manmyfaciuring.

See also

= Quality

hilp:/fen.wikipedia.org/wiki’Agile manufacturing 11/22/200%
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References

» L. Goldman, R.L. Nagel and K Preiss, Agile Competitors and Virtual Organizations - Strategies
Jor Enriching the Customer, Van Nostrand Reinhold, 1995,
» Martin Christopher. "Logistics and Supply Chain Management"

Retricved from "http//en,wikipedia.org/wild/Agile menufacturing”
Categories: Manufacturing | Quality control | Management | Business terms

» This page was last modified on 5 September 2009 at 14:04.

m Text is available under the Creative Comimons Alfribulion-SharcAlike License; additional terms
may apply. See Terms of Use for dotails.
Wikipedia® is a registered trademark of the Wikimedia Foundation, Inc., a non-profit
organizalion,
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State of California
Employment Training Panel TANNG PAN

Training Proposal for:

EMPLOYMERT MemoryTen, Inc.
TRAINING

PANEL

Agreement Number: ET08-0428

Panel Meeting of. March 28, 2008
ETP Regional Office: San Francisco Bay Area Analyst: A. Nastari

PROJECT PROFILE

Contract Industry
Type: Priority/Retrainee Sector{s): Manufacturing
<100 Retraines
Counties Repeat
Served: Santa Clara Contractor: Yas [ No
Unien(s): [ Yes No Priority
industry: XK yes [1No
Manager/
Tumover Rate % Supervisor %
' 8% 12.5%

FUNDING DETAIL

i ng;i’” Support Costs | Total ETP Funding in-Kind Contribution
$132,288 $132,288 ; $75,000
_— |
ETP 130 - MEC (02/08/08) 1afb
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Computer Skills,
Continuous

Weighted Avg: 106

Improvement,
Manufacturing
Skills

MempryTen, Inc. March 28, 2008 ET08-0428
AL
TRAINING PLAN TABLE 0 O}/ MEﬁ
' 0.
e 2:{.\ " ‘C gf&‘&?‘?
Job Average | Rangeof Hours | Average Posts W\ NG B
291 Job Description | Type of Training No. of Class/ | Cost per | Retention 4.'\’[;
No. . CBT iy [
Trainees Lab Trainee Wage
1 Priority/Retrainee Business Skills, 48 24 - 200 i 0 $2.756 $14.02

Minimum Wage by County: The minimum wage requiremsnt for Santa Clara is $14.02 per
hour.

Health Benefits: [X] Yes [_] No
medical, dental, vision.

Used to meet the Post-Retention Wage?: D Yes [ No []Maybe [ N/A
$.02 per hour may be used to meet the Post-Reiention Wags.

This is employer share of cast for healthcare premiums —

Other Benefits: Life and disability insurance; 401K plan; company-sponscred pension plan;
flexible spending plan; annual vacation, sick, holiday, and other paid time off.

Wage Range by Occupation

Cccupation Title Wage Range

Managers $18.00 - $36.57
Production Staff $14.02 - $21.50
Support Staff $15.00 - $23.00

Technical Staff $14. 02'§2600

INTRODUCTION

In this proposal, MemoryTen, Inc. (MemoryTen) seeks funding for retraining its employees and
those of two closely-affiliated business entities, as outlined below;

This proposal is for a group of employers representing three separate business entities that
operate as one company and are located in the same site and share the same ownership.

Founded in 1895, MemoryTen designs, engineers, integrates, manufactures, tests, sells,
distributes, and provides technical support for customized memory chips and components for
computer equipment and praducis. in 2004, MemoryTen created an affiliate, known as We
Lave Macs, Inc. (We Love Macs), to provide the same services specific for Apple and Macintosh
compulers and praduets. In January 2007, MemoryTen acquired a competitor, OEM PC World
(OEM), which brought in-house a higher volume of chip manufacturing services. Al three
companies share the same ownership, staff meetings, resources, and leadership. All three
companies have less than 8% turnover rate. This proposal is for the training of 48 full-dime
workers of the 58 combined workers at the three entities.
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MemoryTen, We Love Macs and OEM are eligible for ETP funding as a Group of Employers, ,«9?
whereby the three entities will combine training efforts. MemoryTen will assume liability for the 4,3\
contract as the primary employer holding secondary Agreements with its affiliates. (All 4
references made to MemoryTen throughout this proposal include We Love Macs and OEM,

unless otherwise specified.) This will be MemoryTen's second ETP Agreement.

The company representatives report that the majarity of MemoryTen's business continues to be
received via the internet, with 2 smaller portion received over the phone or by reguiar mail. Due
to the critical need for computer components, orders must be filled prompily, al competitive
prices, at times, needing to meet next-day delivery, either nationally or internationally.

Since the last ETP Agreement, MemoryTen has experienced an increase in customer demand
for Technical Support as a pre-and post-sale requirement. The compzany has had to provide
more technical training to increase its service staff's ability o address customers’ issuss across
MemoryTen's various products.

MemoryTen has also experienced an increase in competition from overseas manufacturers,
requiring MemoryTen to design and customize products that are faster and mare economical
than ifs competitors. Higher level of security shipping standards has further required
MemoryTen to purchase new packaging equipment and to implement processes that will meet
the standards.

Lastly, MemoryTen has found ways of becoming mare environmentally conscious by
implementing sustainable manufacturing processes in 1) refurbishing 1Pod Units for resale and
2) recycling computer components.

MemoryTen's funding proposal will meet the company’s needs to train and cross-train workers
in the various functions offerad by each entify providing production, suppait, and tachnical staff,
as well as managers, with the flexible skills necessary to meei company-wide demands.
Trzining in business, computer, continuous improvement, and manufaciuring skills will address
the company’s latest changes.

PRO.JECT DETAILS

Funding from MemaryTen's previcus ETP Agreement aliowed the company ta lay the foundation
for a structured training program during which time it was successful in creating a workforce that
has come to understand and implement processes throughout its various departments. Workers
are better equipped with skills that allow them to identify situations that would otherwise result in
rework. Workers can now take the initiative in addressing issues upfront rather than having to
rely on the direction from upper management.

The creation of a cross-functional team has further allowed MemoryTen to expand business
initiatives by acquiring a higher volume of chip manufacturing services. The increase in
husiness demands results in secure high paying jobs for its workers.

Now, with the completion of its first Agreement, MemoryTen is in the position to move {o the next
level of a high performance woarkplace. An essential part of this preposal is in Lean
Manufacturing. This course had been included in the company’s first project, but had to be put
on hoid because the company was expanding into an area of business known as Sustainable
Recycling. This division disassembles and recycles used, outdated, and mal-functioning
computer components, housings, c¢hips, hard drives, memory accessories, and other related
electronic and hardware items such as monitors for Personal Computers and Macs. The
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expansion required MemoryTen to rearrange some of its business areas. With the fe)
rearrangement complete, tha company is now ready to deliver the Lean training. .7

54
With the addition of Sustainable Recydling, workers need training in new manufacturing skills in

a reverse format — rather than assembling products, they will be disassembling andfor
dismantling; refurbishing; and recycling. In an efferf to become *Green Certified” MemoryTen

has begun to refurbish IPod units for resale which keeps the price point down and provides
reasonable profit margins. This alsoc assists in allowing MemeryTen ta compete with glebal

costs and high volume compatition.

Frontline Worker

The company uses several job classifications with a “supervisor” or *manager” in the title. In
fact, based on the natura and scope of the job duties, these employees are not exempt from
overtime compensation. Therefore, they mest the Panel's definition of frontline workers. (Title
22, California Code of Regulations, Section 4400(ee).) With this in mind, no more than 12.5%
of the trainee population are supervisars or managers.

Commitment to Training

MemoryTen represents that ETP funds will not displace the existing financial commitment to
training of participating employers. Indeed, MemoryTen anticipates that the opportunity for
enhanced training mada possible by ETP funds will encourage an angoing financial commitment
in this area.

The company’s representatives report that the training funds provided in MemoryTen’s recent
ETP Agreerment allowed the company to set the faundaticn for much needed training programs.
The company is now able to provide new workers with skills across various job functicns in a
structured format, whereas before the ETP {raining funds, training was provided ad hoc as on-
the-job training.

MemoryTen represents that safety training is, and will continue to be, provided in accordance
with all pertinent requirements under state and federal law.

RECOMMENDATION

For the reasons set forth above, staff recommends approval of this proposal. Staff notes that
MemoryTen is in a priority industry sector; and the proposal includes training in green
technology which is another priority.

ACTIVE PROJECTS

The following table summarizes performance by MemoryTen under an active ETP

Agreement:
Approved No. Trainees No. Completed No.
Agresment . Amount Term {Average) Training Retained
ET06-0281 $118,800 4/5/2005- 45 36 36
4/4/2008

MemaoryTen expects to achieve a 100% completion.
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DEVELOPMENT SERVICES LaE .
DEVELOPMENT SERVICES NG PANEL

N
MemoryTen retained Sallyanne Monti, Consultant in San Fran&gé\co to assist with devetopment
of this proposal for a fiat fee of $7,000.

ADMINISTRATIVE SERVICES

MemoryTen also retained Sallyanne Monti to perform administrative services in connection with
this proposal for a fee to be determined, not to exceed 13% of payment earned.

TRAINING VENDORS

Institute for Business Performance of San Jcse has been retained te pravide training for a fee to
be determined. Other trainers will be identified for ETP record-keeping purposes as they are
retained by MemoryTen.
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ATTACHMENT B - Appeal Process

4450. Appeal Process.

@)

(b)

(2)

()

(d)

An interested person may appeal any final adverse decision made on behalf of the Panel where
said decision is communicated in writing. Appeals must be submitted in writing to the Executive
Director at the Employment Training Panel in Sacramento.

There are two levels of appeal before the Panel. The first level must be exhausted before
proceeding to the second.

The first level of appeal is to the Executive Director, and must be submitted within 30 days of
receipt of the final adverse decision. This appeal will not be accepted by the Executive Director
unless it includes a statement setting forth the issues and facts in dispute. Any documents or
other writings that support the appeal should be forwarded with this statement. The Executive
Director will issue a written determination within 60 days of receiving said appeal.

The second level of appeal is to the Panel, and must be submitted within 10 days of receipt of the
Executive Director's determination. This appeal should include a statement setting forth the
appellant’s argument as to why that determination should be reversed by the Panel, and
forwarding any supporting documents or other writings that were not provided at the first level of
appeal to the Executive Director. If the Panel accepts the appeal and chooses to conduct a
hearing, it may accept sworn witness testimony on the record.

(A) The Panel must take one of the following actions within 45 days of receipt of a second-level
appeal:

(1) Refuse to hear the matter, giving the appellant written reasons for the denial; or
(2) Conduct a hearing on a regularly-scheduled meeting date; or

(3) Delegate the authority to conduct a hearing to a subcommittee of one or more Panel
members, or to an Administrative Law Judge with the Office of Administrative Hearings.

(B) The Panel or its designee may take action to adopt any of the administrative adjudication
provisions of the Administrative Procedures Act at Government Code Section 11370 ef
seq., for the purpose of formulating and issuing its decision. Said action may take place at
the hearing, or in preliminary proceedings.

(C) Upon completion of the hearing, the record will be closed and the Panel will issue a final
ruling. The ruling may be based on a recommendation from the hearing designee. The
ruling shall be issued in a writing served simultaneously on the appellant and ETP, within
60 days of the record closure.

The time limits specified above may be adjusted or extended by the Executive Director or the
Panel Chairman for good cause, pertinent to the level of appeal.

Following receipt of the Panel’s ruling, the appellant may petition for judicial review in Superior
Court pursuant to Code of Civil Procedure Section 1084.5. This petition must be filed within 60
days from receipt of the Panel's ruling.

Authority: Section 10205(m), Unemployment Insurance Code; Secticn 11410.40, Government Code.
Reference: Sections 10205(k), 10207, Unemployment Insurance Code.
Effective: April 15, 1995

Amended: December 30, 2006



